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The table below shows the latest U.S. Blue Chip Consensus’ projections by years for 2007 through 201 1, an average for the five-year period 
,2007-20 1 1 ,  and an average for the next five-year period 20 12-20 16. There are also Top 10 and Bottom I0 averages for each variable. Apply 
these projections cautiously. The vast majority of economic and political forces cannot be evaluated over such a long time span. 

E C O N O M I C  V A R I A B L E  
1. Real GDP 

(chained, 2000 dollars) 

2. GDP Chained Price Index 

3. Nominal GDP 
(current dollars) 

4. Consumer Price Index 
(for all urban consumers) 

5. Industrial Production 
(total) 

6. DisDosable Personal Incorne 
(chained, 2000 dollars) 

7. Personal Consumotion ExDenditures 
(chained, 2000 dollars) 

8. Nan-Residential Fixed Investment 
(chained, 2000 dollars) 

9. Cornorate Profits. Pretax 
(current dollars) 

10. Treasury Bills, 3-Month 
(percent per annum) 

1 1. Treasury Notes, 10-Year 
(yield per annum) 

12. IJnemployment Rate 
(% of civilian labor force) 

13. Housing Starts 
(millions of units) 

14. Total Auto 6c Truck Sales 
(millions of units) 

* 5. Net Exports 
(billions of chained, 2000 dollars) 

Percent Change, Full Year-Over-Prior Year 
CONSENSUS 3-2 3.0 3.2 3.4 3.3 3.2 3.2 

Top 10 Avg. 3.6 3.7 3.6 4 3  3.8 3.8 3 5  
Bottom 10 Avg. 2.5 1.8 2.4 3.0 2.9 2.5 2 9  
CONSENSIJS 2.1 2.2 2.1 2.1 2.2 2.1 2.2 

Top 10 Avg. 2.6 2.8 2.6 2.7 2 7  2.7 2 8  
Bottom 10 Avg. 1.6 1.6 1 .s I .6 1 6  1.6 1.7 

CONSENSUS 5.3 5.2 5.2 5.4 5.4 5.3 5.3 
Top 10Avg 6 1 6.3 6.1 6.5 6 1  6 2  6 0  

- - - ~ -  

Bottom 10 Avg. 4.4 3.5 3.7 4.4 4.4 4.1 4.6 
CONSENSUS 2.4 2.5 2.4 2.4 2.4 2.4 2.5 

Top 10 Avg. 3.0 3.1 2.9 2.9 3.0 3.0 3.1 
Bottom 10Avg. 1.8 I .9 1.9 1.8 1.8 1.9 2.0 

CONSENSUS 3.7 3.4 3.5 3.9 3.6 3.6 3.5 
Top 10 Avg. 4.6 4.4 4.0 5.3 4.4 4.5 4.0 

- 

Bottom 10 Avg. 2.7 1.3 2.4 2.9 2.9 2.4 3.0 
CONSENSUS 3.3 3.1 3.1 3.4 3.2 3.2 3.2 

Top 10 Avg. 4.1 4.2 4.0 4.3 3.9 4.1 3.8 
2.8 

CONSENSUS 2.9 2.8 2.9 3.1 3.0 2.9 3.0 
-_I- 

Bottom 10 Avg. 2.5 1.9 2.4 2.8 2.6 2.4 
I I ~ -  

Top 10 Avg. 3.5 3 “4 3.4 4.0 3.6 3.6 3.4 
Bottom 10 Avg. 2.2 I .7 2.1 2.4 2 3  2.1 2.4 

CONSEKSUS 5.4 4.7 4.7 5.3 5.2 5.1 4.8 
--- 

... 

Top 10 Avg. 7.6 7.7 7.4 8.0 7.7 7.7 7.2 

CONSENSlJS 5.5 5.2 5.1 6.4 6.7 5.8 6.3 
Top 10 Avg. 8.6 9.2 8.3 10.9 10.1 9.4 8.3 

Bottom 10 Avg. -0.2 0.0 2.3 4.5 1.8 5.1 

Bottom 10 Avg. -3.0 0.9 1.2 3.4 3.2 2.3 3.4 

Annual Average 1 
CONSENSUS 4.4 4.2 4.1 4.2 4.3 4.2 4.4 

Bottom 10 Avg. 3.6 3.3 2.7 3.3 3.6 3.3 3.6 
CONSENSUS 5.5 5.5 5.5 5.5 5.6 5.5 5.6 

Top 10 Avg. 6.1 6.3 6.5 6.5 6.5 6.4 6.6 
Bottom 10 Avg. 4.9 4.6 4.3 4.4 3.8 4.6 4.5 
CONSEKSUS 5.0 5.0 5.0 5.0 5.0 5.0 5.0 

Top 10 Avg. 5.4 5.5 5.8 5.1 5.5 5.6 5.6 

Top 10 Avg. 5.3 5.2 5.2 5.3 5.3 5.2 5.3 

Bottom 10 Avg. 4.4 4..5 4.5 
[L4L, Total Units, RIillions 

CONSEKSUS 1.72 1.69 1.71 1.75 1.74 1.72 1.75 
Top 10 Avg. I .85 I .87 1 .S8 1.93 1.91 1 “59 1.99 

Bottom 10 Avg. 1.59 I .52 I .56 1 .GO 1 ..57 1.57 1.55 
CONSENSUS 17.1 17.2 17.4 17.5 17.6 17.4 17.8 

Top 10 Avg. 17.8 18.1 1 s.3 18.5 15.6 15.3 19.1 
Bottom 10 Avg. 16.2 16.4 16.5 16.5 16.4 16.5 

Billions of Chained, 2000 Dollars 
CONSENSUS -550.3 -517.6 -485.5 -468.2 -455.7 -495.5 -127.4 

Top 10 Avg. -469.2 -472.8 -339.2 -303.5 -360.0 -355.9 -20 1"9 
Bottom 10 Avg. -615.4 -638.2 -628.3 -635.9 -636.4 -637.4 -639.0 
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YEAR . Five-Year Averaces 
2007 2008 2009 2010 2011 2007-11 2012-16 - 

Percent Change, Full Year-Over-Prior Year 

11. For comparison, this table includes some of the long-range consensus projections found on the preceding page, plus the latest long-range 
projections from the . - .  Bush Administration’ and the Congressional Budget Ofice (CBQ)’. 

r ., I .  

ECONOMIC VARIABLE 
1. Real GDP 

(chained, 2000 dollars) 

2. GDP Chained Price Index 

3. Nominal GDP 

CONSENSUS 3.2 3.0 3.2 3.4 3.3 3.2 3.2 
Bush Adrnin.” 3.3 3.2 3.1 3.1 na 3.2 na 

CBO~J __ 3.7 3.4 3.1 2.9 2.8 3.2 2.6 
CONSENSUS 2.1 2.2 2.1 2.1 2.2 2.1 2.2 
Bush Adrnin.” 2.1 2” 1 2.1 2.1 na 2.1 na 

.-- 

CBOZJ 1.7 1.8 1.8 1.8 1.8 1.8 1.8 
CONSENSUS 5.3 5.2 5.2 5.4 5.4 5.3 5.3 

(current dollars) Bush Adrnin.” 5.5 5.4 5.3 5.3 na 5.4 na 
C B O ~ J  5.4 5.2 5.0 4.8 4.6 4.5 4.5 

4. Consumer Price Index CONSENSUS 2.4 2.5 2.4 2.4 2.4 2.4 2.5 
(for all urban consumers) Bush Adrnin.” 2.4 2.4 2.4 2.4 na 2.4 na 

C B O ~ J  2.1 2.2 2.2 2.2 2.2 2.2 2.2 
< -  . . , A n n u a l  A v e r a g e  .TT-T-J - 

5. Treasury Bills, 3-Month 
(percent per annum) 

CONSENSUS 4.4 4.2 4.1 4.2 4.3 4.2 4.4 
Bush Admin.” 3.8 4.0 4.1 4.2 na 4.0 na 

C B O ~ J  4.6 4.6 4.6 4.6 4.6 4.6 4.6 
6. Treasury Notes, 10-Year CONSENSUS 5.5 5.5 5.5 5.5 5.6 5.5 5.6 

(yield per annurn) Bush Admin.” 5.4 5.5 5.6 5.6 na 5.5 na 
CBOZJ 5.5 5.5 5.5 5.5 5.5 5.5 5.5 

3. Nominal GDP 
(current dollars) 

March Consensus 5.3 5.2 5.2 5.4 5.4 5.3 5.3 
October Consensus 5.4 5.4 5.3 5 .5  na na na 

4. Consumer Price Index March Consensus 2.4 2.5 2.4 2.4 2.4 2.4 2.5 
(for all urban consumers) October Consensus 2.4 2.4 2.4 2.4 na na na 

5.  Treasury Bills, 3-Month 
I-- A n n u a l  Average I 

March Consensus 4.4 4.2 4.1 4.2 4.3 4.2 4.4 
(percent per annum) October Consensus 4.1 4.3 4.2 4.2 na na na 

6. Treasury Notes, 10-Year March Consensus 5.5 5.5 5.5 5.5 5.6 5.5 5.6 
(yield per annum) October Consensus 5.6 5.6 5.6 5.6 na na na 

Uneniployment Rate March Consensus 5.0 5.0 5.0 5.0 5.0 5.0 5.0 
(“A of civilian labor force) October Consensus 5 1 5.1 5.1 5. I na na na 

Birdgel of flre United Stales Gowrtrtmwf, Fiscal Yeor 2006, Office of Management and Budget, February 2005. ’The Budget ntrcl Ccotrottric Oiitlook 
Fiscnl Years 2006-201.5; Congressional Budget Office, January 2005. 3The Bush Administration’s forecast only extends through 20 10, so averages for 
the 2007-201 I period are based on the forecast for the four-year period 2007-1010. CBO’s forecast only extends timugh 2015, so averages for the 2012- 
2016 period are based on the forecast for the four-year period 2012-2015. “Blrre Chip Econottric Itrdrcotors, October 10, 2004. 
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Firing On All Cylinders 
In another closely scrutinized appearance on Capitol Hill, Fed Chairman 
Alan Greenspan assured that the economy "appears to be expanding at a 
reasonably goad pace." Judging from the latest collection of data, Mr. 
Greenspan's assessment seems apt, if not a bit too modest. Stronger- 
than-expected reports from nearly every sector in recent weeks has led 
us to boost our forecast for first quarter GDP growth to 4.4%, from 4% 
previously. The upgrading of the outlook owes mainly to signs of 
stronger investment spending, by both businesses in plant and equip- 
ment and by households in residential property. Strengthening job mar- 
ket conditions reinforce the judgment that the expansion is now self- 
sustaining. 
In the most important development of the week, a larger-than-expected 
262,000 increase in non-farm payrolls proved a welcome corroboration 
of growing signs of improving labor conditions from a number of less 
comprehensive labor market indicators. For instance, in his monetary 
policy report to Congress, Fed Chairman Greenspan called attention to a 
report showing that new hires accounted for about 3.5% of total em- 
ployment in the fourth quarter, the highest share since 42,2001. More 
recently, the number of people filing claims for jobless benefits each 
week moved markedly lower in late January and has remained below 
320,000 since then, with the four-week average slipping to 307,000, the 
lowest since mid-2000 during the waning days of the 1990s boom. A 
variety of surveys of businesses showed evidence of net new hiring 
while surveys of consumers provided the confirniing evidence that peo- 
ple perceived that job conditions had improved. 
The jump in payrolls in February quieted concerns that the slump in job 
growth in the previous three months had marked a downshift in the 
hiring trend. After February's increase, payroll growth has averaged 
183,000 over the last three months and 182,000 over the last six. This 
translates into an annual rate ofjob growth of about 1.7%. I f  productiv- 
ity continues to grow at roughly a 2.5% pace, that rate of employment 
growth would be consistent with real GDP expanding at a 4% to 4.5% 
clip. 
The industry details from the establishment survey show all major in- 
dustry groupings added workers in February. As further confirmation of 
the breadth of the overall employment gains, the difftision index, re- 
flecting net hiring conditions across 275 private sector industries, rose 
four points to 57.4, the highest since October, which was the last month 
to generate a substantial increase in total payrolls. 
As expected, construction employment rebounded sharply as a 30,000 
increase reflected the resumption of more normal building activity after 
severe weather conditions in January curtailed activity in some regions. 
Indeed, tlie 0.7% increase in construction outlays in January revealed an 
on-going strong pace of activity even i f  payrolls were not immediately 
affected. The service-producing industries added 207,000 workers, in- 
cluding 33,000 in the government sector, most of whom were "educa- 
tion workers" employed by state and local governments. Employment i n  
the private services industries rose 174,000. Job growth was evident 
throughout that sector, corroborating February's record high reading of 
the Institute for Supply Management's employment index for nonmanu- 
facturing businesses. 
While the underlying fundamentals in  the construction and services 
industries suggest the healthy uptrend in employment should continue, 
tlie first job gains in the maniifacturing sector in five months may prove 
more ephemeral. Though manufacturing employment rose 20,000, tlie 
diffusion indcs for nianufacturing slipped to an anemic 43.5%, and the 
payrolls data shows the motor vehicle industry accounted for more than 
half tlie increase i n  niaiiufacturing jobs. With vehicle sales at a lacklus- 
ter 16.3 million annual rate in February after a disappointing 16.2 niil- 
lioii rate in January, soiiie manufacturers announced plans to trim 
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production and furlough workers to prevent a hrther build-up of dealer 
inventories. Elsewhere, however, demand for manufactured goods ap- 
pears to be strong. Despite a 1.3% drop in durable goods orders, which 
was a larger drop than shown in the "advance" report, a broad-based 
1.8% jump in orders (and equivalently, shipments) of nondurable goods 
lifted total orders for manufactured goods 0.2%, the fifth month without 
a setback. The exceptional productivity in the manufacturing sector, 
which grew at a stellar 5.8% rate in the fourth quarter, continues to 
enable manufacturers to fulfil strong growth in demand with limited 
additional labor inputs. 
While data from the establishment survey looked consistent with most 
other job market indicators, the smaller household survey held a starkly 
contrasting picture. Tabulations derived from that survey show that total 
employment fell 97,000 and that the number of non-agricultural wage 
and salary workers fell 3 17,000. The unemployment rate, whose 0.2% 
drop in January seemed somewhat aberrational, bounced back up to 
5.4% in February. Differences in coverage and sampling size, however, 
make the household survey a less reliable short-term measure ofjob 
conditions, but the disparity in the two measures in recent months re- 
mains a bit unsettling. Nonetheless, the weight of the recent economic 
evidence seems to vindicate the policy course the Federal Reserve set 
last June and has followed since. Stronger economic growth does not 
appear to be generating much inflation pressure, so the Federal Reserve 
has little reason to deviate from its current plan of "removing accom- 
modation" at a "measured" pace. 
David H.  Resler, Noti~urn Ecotiotriic Resenrch, New York, NY 
Will The Commodity Boom Be Long Lasting? 
This is the question that everyone is asking. I t  has gotten so that clients 
everywhere are asking about my views on Jim Rogers' book, Hot 
Commodities, where he predicts that the boom in industrial conimodi- 
ties will last a decade more. Even the customs officer at Toronto's air- 
port asked me what I thought of commodities, which is usually the sign 
of a market top. I t  has now hit the mainstream media that commodities 
are a third asset class, joining stocks and bonds, as primary investment 
vehicles. CNBC still seems to focus on conimodity-related stocks, but i t  
Lbon't be long before tlie financial media give lessons in how to trade 
physical commodities in the pits and paper commodities in the futures 
market. A recent front-page article in the Wall Street Journal noted that 
investment banks in the US. were stampeding to follow the lead of 
Morgan Stanley and Goldman Sachs in earning billions of dollars in 
trading physical commodities, particularly energy-related ones. The 
demand for energy analysts has skyrocketed and so have the inflows 
into comniodity-related investment trusts. 
I t  is at this stage of a bull cycle that 'new paradigms' are created to 
describe and feed the mania-if that is what it is. This time, the new 
paradigm is the growth surge in developing economies, which is fore- 
cast to continue and even expand over the next 10-to-15 years or so. As 
this new paradigm goes, growth in the industrial world is relatively 
unimportant. The developing world accoiints for nearly 20% of global 
GDP in nominal terms and it is growing twice as fast as the developed 
world. What's more, the emerging world uses roughly two times as 
much raw materials relative to GDP as the OECD countries, and the 
developing world countries far outnumber those in tlie (3-7. 
Take tlie oil markets as an example-a favourite of Jim Rogers and 
most other commodity bulls. The inexorable rise i n  oil prices lias been 
the direct result of China's voracious appetite for the product. NOW 
representing 12% of global supply, China is the second largest con- 
sumer ol oil-second only to tlie U.S. A distant second to the U.S., but 
China is growing f i r  more rapidly. China is also tlie world's largest 
consumer of cement, coal, iron ore, steel and aluniinuni. The oil inten- 
sity of China's growth is twice that of the (cotrritri/ed 011 tie"x[pcige) 

. 

t. 
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OECD countries. i d i <  the second fastest growing economy in the 
world, is three times more oil intensive. India and China combined 
represent one-third of the world's population and a growing middle 
class is emerging in both countries, particularly in China where dis- 
cretionary spending is a very new phenomenon. Investment spending 
as a percent of GDP in China is now equivalent to the consumption 
ratio and it is rising much faster. This means that demand for indus- 
trial materials will continue to be strong 
The question is for how long can this rapid pace of emerging world 
growth continue and what are the prospects for supply of cammodi- 
ties? The distribution of oil reserves is highly concentrated in the 
Middle East (more than 63%), compared to only 5.5% in North 
America, the bulk of which is in Canada Event risk in the Middle 
East is very high and the U S .  is desirous of reducing its dependency 
on Middle Eastern oil. With oil prices in the $SO-plus per barrel 
range, expensive oil extraction, such as from the Athabasca tar sands, 
is now profitable. Energy company profitability in Canada and else- 
where is surging and has been doing so for three years now; hence 
the outperformance in commodity-heavy stock markets like our own. 
In response to this situation, developing countries will attempt to 
boost domestic output, stockpile, widen supply sources, improve 
efficiency of commodity usage, and buy foreign resource companies. 
In addition, they will seek to develop alternative energy sources (or 
substitutes for many other commodities) We have seen all of this 
beginning in spades While some estimate that by 2030, India and 
China will be importing roughly 80% of their oil demand, compared 
to about 30% for China today, and 60% for India, no one can esti- 
mate with certainty how much these colossi will demand relative to 
global supply. 
While China is the largest net importer of steel, for example, they 
will continue to add to their steel-making capacity over the next three 
years. Steel sheet prices have fallen for five months in a row and now 
stand around 18% below last September's peak price. In the past 
week, copper posted its worst session in the previous eight weeks, 
although i t  is still flirting with 16-year highs. The Baltic Dry Index is 
rolling over yet again, and threatening to take out its 50-day moving 
average on the donn side--all of this by way of commenting that 
these are very volatile markets and not for the faint of heart. 
The CRB futures index is at a 24-year high and soft commodities 
(such as cocoa, coffee, orange juice and sugar) are skyrocketing in 
price-although grains and oilseeds have plummeted from last year's 
highs. And, the Canadian dollar has underperformed in spite of the 
last bout of commodity price gains. Interestingly; developing country 
stock markets appear to have had the strongest gains in recent years, 
at least in a nonaeighted aggregate, as G-7 stock markets, including 
the T'SX, remain well below their 2000 peaks. 
1 cannot refute the rapid rise in China's and India's demand for most 
commodities, Nor do I suggest that they v.iH not play a crucial role in 
commodity-price determination over coming decades. What I am 
uncertain about is the stability of their growth trajectory (remember 
the 1997-98 Asian Crisis), the development of alternative energy 
sources, the rise in their domestic production and the supply of com- 
modities worldwide. Nothing delivers increased supply better than a 
rise in prices that is believed to be sustainable. Many commodity 
producers don't yet believe that prices will remain high, so excess 
demand i n  sonic sectors might continue for some time yet. Moreover, 
iuarkets overextend and new paradigms often last far longer than the 
bcars could imagine. In that respect, we might only be in the third or 
fourth inning ofthis commodity booni. But the U.S. is still the largest 
economy in the world, and the number one consumer of oil. U.S. 
gro\\.tli has slo\\.ed a bit from the average pace of the past two years. 

I- ',With the Fed tightening, a boom-type expansion in the next few years 
is unlikely. Jim Rogers believes that physical commodities are the 
place to be, and maybe even the only place. I haven't yet been can- 
vinced that he is correct. 
Sherry Cooper, BMO Nesbitt Biirns, Toronto, Canada 
U.S. Pipeline Inflation Pressure Is Brewing 
The tame Consumer Price Index report for January was certainly a 
relief. But, the January trade price and Producer Price Index data 
reveal considerable pipeline inflation pressure that should remain in 
place through at least the first half of 2005. The risk is that any up- 
side surprises in the CPI report over the coming months will prompt 
the Fed to adopt a more aggressive rhetorical tone that will continue 
to push back talk of a "pause" in the tightening trajectory. 
The dollar has fallen steadily over the last three years from the all- 
time high set in February of 2002. Import prices have trended higher 
in response. Expected dollar weakness through the second half of 
2005 will aggravate the outlook for import price inflation. Fed 
Chairman Alan Greenspan in recent Congressional testimony indi- 
cated that "...although the dollar has been declining since early 2002, 
exporters to the United States apparently have held dollar prices rela- 
tively steady to preserve their market share, effectively choosing to 
absorb the decline in the dollar by accepting a reduction in their profit 
margins. However, the recent somewhat quickened pace of increases 
in U S .  import prices suggests that profit margins of exporters to the 
United States have contracted to the point where the foreign shippers 
may exhibit only limited tolerance for additional reductions in mar- 
gins should the dollar decline further." 
Specifically, import prices from Asia have been surprisingly subdued 
despite the sharp appreciation of currencies in this region. However, 
the huge gap between the currency and import prices that has evolved 
over the past three years may indeed have reached their limit. 
The January PPI report was significant for several reasons. It marked 
the sixth straight month that core inflation has been well above its 
three-year average. The January spike appears to also signal a new 
willingness of producers to "pass on" price pressures to buyers fal- 
lowing several years of limited pricing power. The January data also 
sustained a strong uptrend in the yly figures for crude, intermediate, 
and finish goods prices The difference between y/y growth in inter- 
mediate and finished goods inflation is, shockingly, at the highest rate 
seen since the 1973-1975 OPEC oil embargo, which is generally 
viewed as one of the largest "exogenous" cost-push inflation shocks 
in U.S. history. 
Similarly, the January CPI "core" inflation data have also kept a 
strong y/y uptrend intact that is tracking the strength in wholesale 
inflation. Note that in both the inflation acceleration in 1994-1995 
and i n  1998-1999, wholesale inflation generally rose to the pace of 
retail inflation before subsiding. But, in this cycle, we have seen a 
much stronger upswing for wholesale inflation with wholesale infla- 
tion now well above retail inflation. 
Another way of looking at the core PPI and CPI inflation data is to 
look at the different as a gauge ofpipeline pressure. This gap is sit- 
ting at its highest level since August of 1978. 
In total, inflation pressure in the pipeline, from rising prices for im- 
ported goods, to rising wholesale prices and retail prices, is signaling 
considerable risk for the 200.5 inflation outlook. This mounting evi- 
dence of upside inflation risk should keep the Fed an alert through at 
least the first half of 2005. Given this strength and the lags in infla- 
tion relative to growth, the Fed may see little opportunity for a pause 
in tightening in the second half of the year. 
Rick MacDorinld, Action Ecoiroittics, Boiilder, CO 
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Monday 
March 7 
Consumer Credit (Jan) 

-. 
14 

~- 
21 

28 

4 

11 

Tuesday 
8 
Weekly Store Sales 

15 
Retail Sales (Feb) 
Empire State Index (Mar) 
Business Inventories (Jan) 
NAHB Housing Market Index 
(Mar) 
Treasury International Capital 
Flows (Jan) 
Weekly Store Sales 

_--_ - 
22 
FOMC Meeting 
Producer Price Index (Feb) 
Consumer Confidence (Feb) 
Weekly Store Sales 

29 
Consumer Confidence (Confer. 
ence Board, Mar) 
Weekly Store Sales 

5 
IShl @on-Manufacturing, Mar 
Challenger (Mar) 
Weekly Store Sales 

- 
12 
U S .  Trade (Feb) 
Treasury Budget (Mar) 
FOMC Minutes for March 22"' 
meeting 
Weekly Store Sales 

Wednesday 
9 
%d's Beige Book 
Mortgage Applications 

16 
iousing Starts (Feb) 
ndustrial Production (Feb) 
Zuurrent Account (44) 
Mortgage Applications 

23 
Zonsumer Price Index (Feb) 
Existing Home Sales (Feb) 
Mortgage Applications 

30 
SDP (Final, Q4) 
?orporate Profits (Final, QJ) 
4gricultural Prices (Mar) 
Mortgage Applications 

6 
Mortgage Applications 

13 
Retail Sales (Mar) 

Thursday 
10 
Wholesale Trade (Jan) 
rreasury Budget (Feb) 
Weekly Jobless Claims 
Factors Affecting Monetary 

Reserves 

17 
Leading Economic Indicators 
:Feb) 
Philadelphia Fed Index (Mar) 
Weekly Jobless Claims 
Factors Affecting Monetary 

Reserves 

24 
Durable Goods Orders (Feb) 
New Home Sales (Feb) 
Weekly Jobless Claims 
Factors Affecting Monetary 

Reserves 

31 
Personal Income tk Consump- 
tion (Feb) 
Chicago PMI (Mar) 
Factory Orders (Feb) 
Weekly Jobless Claims 
Factors Affecting Monetary 

Reserves 

Wholesale Trade (Feb) 
Consumer Credit (Feb) 
Weekly Jobless Claims 
Factors Affecting Monetary 

Reserves 

14 
Business Inventories (Feb) 
Weekly Jobless Claims 
Factors Affecting Monetary 

Reserves 
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t l  
Friday 

11 
U.S. Trade (Jan) , 
Bank Credit (Feb) ' " 

:.** . .  
L .  

* -  

-- 
18 
Zonsumer Sentiment (IJniver- 
;ity of Michigan, Feb, prelimi- 
nary, Mar) 
Import Prices (Jan) 

25 
Good Friday 
All U.S. Markets 
Closed 

April 1 
Employment Report (Mar) 
ISM (Manufacturing, Mar) 
Construction Spending (Feb) 
Unit Vehicle Sales (Mar) 
Sales Consumer Sentiment 
(University of Michigan, Mar) 

8 

15 
Industrial Production (Mar) 
Trade Prices (Mar) 
Empire State Index (Apr) 
Consumer Sentiment (Univ. of 
blichignn, preliminary, Apr) 
Bank Credit (Mar)  
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or 30 years, BIiie Chip Ecorroiriic Iirdicntors’ monthly survey of fy eading business economists has provided private and public sec- 
tor decision-maken timely and accurate forecasts of U.S. eco- 
nomic growth, inflation and a host of other critical indicators of 
business activity. The newsletter utilizes a standardized format that 
provides a fast read on the prevailing economic outlook. The six- 
vey is conducted over hvo days, generally beginning on the first 
working day of each month. Forecasts of U.S. economic activity 
are collected from more than 50 leading business economists each 
month. n i e  newsletter is generally finished on the third day fol- 
lowing completion of the survey and deli\+ered to subscribers via 
e-mail or first class mail. 

The hallmark of Blue Ch@ Ecoiioitiic Iidicators is its consensils 
foreccrsts. Numerous studies have sIio\vn that by averaging the 
opinions of many experts, the resulting coiisensiis forecasts tend to 
be more accurate over time than those of any single forecaster. 

Annual Forecasts On pages 2 and 3 of  the newsletter are indi- 
vidual and consensus forecasts of U S .  economic performance for 
this year and next. The names ofthe institutions that contribute 
forecasts to these pages are listed on the lefi of the page. They are 
ranked from top to bottom based on how fast they expect the US. 
economy to expand in the current year. Some of these institutions 
have an asterisk (*) after their names. The asterisk denotes former 
winners of the Annual Blue Chip Forecasting Award. Two aster- 
isks (**) denotes hvo-time winners. 

Across tlie top ofpages 2 and 3 is a list of the variables for which 
the individual cooperators have provided forecasts. Definitions 
and organizations that issue estimates for these variables are found 
at the bottom of page 3. For coluiiins 1-9, the forecasts are for the 
year-over-year percent change in each vxiable. Columns 10-12 
represent average percentage levels of the year in question. Col- 
umn 15 is an  inflation-adjusted dollar lei el, measured in billions 
of chained 2000 dollars. High and low forecasts from the panel 
members for each variable are denoted n ith an “H” or ”L”. 

Inunediately below the forecasts of the individual contributors are 
this month’s consensus forecasts. The consensus is derived by 
averaging our panel members’ forecasts for each variable. Below 
the consensus forecasts are averages of this month‘s ten highest 
and ten lowest forecasts for each variable. Below them are last 
month’s consensus forecasts. To put the forecasts in context, we 
include four years of historical data for each variable at the bottom 
ol page 2.  Please note that these figures can change due to gov- 
ernment revisions of previously released estimates. Below the 
historical data are tlie number of forecasts changed from a month 
ago for each variable. the median forecast for each variable and a 
diffusion index. The diffusion index s e n s  as a leading indicator 
of future changes in the consensus forecast. A reading above 50% 
hints of fiitiire increases in tlie consensus; a reading below 50% 
liints of fiitiire declines. The diffiision index is calculated by add- 
.inp to the numher of forecasters who raised their forecasts for a 
particular variahle this nionth, half the number of those who left 
thcir forecasts unchanged, then dividing the slim by the total nuni- 
bcr of those contributing forecasts. 

Historical Ariririal Coiiscnsiis Forecasts Page 4 contains tlie 
forecasts froit1 pre\ ious issues foI the current and subsequent year 
:o that subscribers can sce how the outlook has changed over time. 
Each issuc also iricliides graphs and analysis focusing on notewor- 
thy cliangcs and trends i n  tlie consensus outlook. 

Quarterly Forecasts Page 5 contains quarterly historical data and 
consensus forecasts of the U S  economy’s performance. For col- 
umns 1-7, the forecasts are for the quarter-over-quarter, season- 
ally-adjusted, annualized percent change in each variable. 
Columns 8-10 represent average percentage levels for the quarter 
in question. Columns 1 1 and 12 represent seasonally-adjusted, 
annualized levels for the quarter, measured in billions of inflation- 
adjusted dollars. As is the case on pages 2-3, the consens&quar- 
terly forecasts on the top half of page 5 are simple averages of our 
contributors’ forecasts. The high-I0 and low-I0 forecasts are 
averages of the 10 highest and 10 lowest forecasts for each vari- 
able. At the bottom of page 5 are additional quarterly consensus 
forecasts for Real GDP, GDP Price Index, Industrial Production 
and Consumer Price Index. These figures are produced by taking 
the annualized quarterly consensus forecasts found on the top of 
page 5 and computing a qiiar‘ferly dollar value for Real GDP, and 
average quarterly index levels for tlie GDP Price Index, Industrial 
Production and the Consumer Price Index. We then compute a 
year-over-year percentage change between tlte relevant quarter 
and the corresponding quarter of the previous year. 

International Forecasts Pages 6-7 contain historical data and 
consensus forecasts of five key economic variables for 15 of the 
U.S”’s largest trading partners. A list of tlie institutions contribut- 
ing forecasts to these pages can be found at the bottom ofpage 7. 
Columns 1 and 2 are forecasts of the year-over-year percent 
change in inflation-adjusted economic growth and consumer price 
inflation for this year and next. Colunin 3 is each nation’s esti- 
mated current account surplus or deficit, reported in billions of 
current U.S. dollars. Column 4 is tlie estimated value ofeach na- 
tion’s currency versus the US. dollar at tlie end of this year and 
next. Coliimn 5 is tlie estiniated level of interest rates on 3-month 
interest rates in each nation at the end of this year and next. Im- 
mediately below this month’s consensus aiid tlie highest and low 
est estimates for each variable are last month’s forecasts and a 
limited aniount of historical data. The historical data may change 
from month-to-month due to government revisions. 

Special Questions On page 14, wc report on panel members’ 
ansvers to our special questions. Individuals’ responses to the 
special questions are net er displayed, only consensus, top-10 and 
bottom- I0 results. (17 ~tlcrrch niid Oclober. 11 e pirblkk o w  semi- 
ar7i7i/d, /or7g-,mige s i w i q 5 .  In addition to our usual forecasts for 
this year and nest, the semiannual, lonp-range survey results pro- 
\ ide subscribers with consensus forecasts of all the variables 
found on pages 2 and 3 for the each ofthe Iollotving five years, 
plus an average for tlte fiLe-year pcriod aRer that. 

Blue Chip Econonietric Detail With tlie March, June, Septem- 
ber and December issues, subscribers also receive a four-page 
quarterly supplenient entitled Bhie Cltip Ecoiioiiieh~ic Detail. The 
supplement contains forecasts of an expanded list of economic and 
financial variables that are derived front the consensus forecasts 
found in Blue C/i$ Ecotio~nic fridicntors. Macroeconomic Advis- 
ers, L,LC ors t .  Louis, Missouri produces this forecast detail based 
on a sinidation of its econometric iiiodel o l  the U S .  economy. 
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KENTUCKY POWER COMPANY 
American Electric Power 

ATTORNEY GENERALS FIRST SET 
DATA REQUEST 

Case No. 2005-00341 

Item No. 218 

With reference to page 25, lines 20-23, and Appendix E, please: (a) list all regulatory cases (by 
name, docket number, and filing date) in which Mr. Moul has provided rate of return testimony 
and proposed his market value - book value adjustment; (b) indicate all cases (by name, docket 
number, and date), other than those cited, in which a regulatory cornmission has adopted Mr. 
Moul’s market value - book value adjustment in arriving at an overall rate of return; and (c) 
provide copies of the ‘Rate of Return’ section of the Commission’s decisions for all cases in 
which a regulatory commission has adopted the adjustment. 

Response 

a) The first testimony that Mr. Mod offered where he compared the financial risk of the 
market capitalization to the book capitalization was Appalachian Power Company 
(Case No. PUE960301). He has proposed this adjustment in all subsequent cases 
where it was warranted. It should be noted that the question niischaracterizes Mr. 
Moul’s adjustment because it is not a “market value-book value” adjustment. As 
further clarification, Mr. Moul pioneered the recognition of the risk attributes related 
to the market capitalization and the book capitalization and its impact on the rate of 
return on common equity. His analysis is based upon standard financial theory that 
links the required return to the amount of borrowed funds in a firm’s capitalization. 
Comparison of the market capitalization to book capitalization is no different than 
comparing alternative capital structure using market Capitalization from which 
standard financial risk variations have been developed. 

b) and c) Please refer to the attachment to the response to KJUC 1-4. 

Witness: Paul R. Moul 
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Item No. 219 

With reference to page 30, lines 1-14, and Appendix E, please (a) provide copies of the pages 
from Modigliani and Miller’s original published research that support the formulation used to 
adjust the DCF equity cost rate; and (b) indicate exactly (by page and line numbers) where in 
these publications these authors prescribe this market value - book value adjustment for rate of 
return and rate making purposes. 

Response 

a) There is no reference to the DCF cost rate in those articles attached to the 
response. The Miller and Modigliani articles indicates that increases in the level 
of a firm’s debt capital increases its financial risk, necessitating an increase in the 
cost of equity. Mr. Moul has applied that basic theory to properly account for the 
fact that the capital structure used for ratesetting purposes has a higher percentage 
of debt than does the market capitalization of the companies he used to develop 
his recommeiided return on equity. It is the variation between the book value and 
market capitalizations that is important to the cost of capital issue in this case. 
Hence, the variation in the financial risk associated with alternative capital 
structures is the issue that was addressed by Mr. Moul. For example, the change 
in the cost of equity can be calculated with alternative capital structures associated 
with the market capitalization, witliout regard to book value. Similarly, if the 
market capitalization changed in such a way that its capitalization aligned with the 
book value, then the capital costs could be calculated at various degrees of 
financial risk associated with the market capitalization. In the circumstances 
presented in this case, however, the proportion of book value versus market 
capitalization, and corresponding inipact on return can and should be made for the 
same reasons. 

Further, this is a three step process, the first and third steps having multiple parts. 
In step one, the DCF cost of equity is calculated using the market price of stock 
and the capital structure ratios are computed from the market capitalization of 
both the debt and equity of a firm. In step two, a completely unlevered cost of 
equity is calculated, as if the finn were 100% equity financed. hi the third step, a 
relevered cost of equity is calculated with the capital structure determined from 
the book value capitalization. Indeed, after the cost of equity has been unlevered 

Witness: Paul R. Moul 
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so that the cost of equity relates to a firm with 100% equity, it can be relevered 
with any proportions of debt and equity in the capital structure. In summary, Mr. 
Moul employed the theories employed by Miller and Modigliani in the context of 
substituting book value capitalization (the basis of ratesetting) for the market 
capitalization, which necessitates an increase in the cost of equity to account for 
the associated increase in financial risk. 

It is a niischaracterization of Mr. Moul’s testimony to claim that his adjustment is 
market value-book value adjustment because this infers there is some form of 
transformation of the DCF return that is involved, which is incorrect. 

b) 
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~ J S , Y !  o l  by  using (lie ni3iliciiiatical c x -  
p<c;Ziion o f  prot iu  as i l ie variablc L O  

t.2 x 3 : S m i z d .  For dccijions tvliich a f -  
feet - . the  -. erpccicd - -. \,.nliic - . -. will - - . also -. . rcntl . 
:o.??.:;! i h c  dispersion a?d  otlicr clinr- 

iuiictinn in tl ic i;rcc of ilic lac1 tlisl 
a n y  given invcstment opportuni ty  might 
or n i i ~ l i t  not be worth cxploiiing de-  
pcndinc on prccisclj. wl io  happen to Lc 
t l ic owiicrs o i  ilic- Grin a t  Ilie rnonicnt? 

-_.__ -- 

i k' 

I 

f ~c ircntccl as cons in i i~  :Iiiil given from 
* o i i tsi t lc [lie iiinilcl, j i isi.as i i i  ilic s inni l -  

nril Afarshnllinn analysis ol tlic f i r i i i  

arid iiidiisiry t h e  prices of 311 inputs 
niid of all oilicr procliicts n r r  i akcn  a s  
givcn. IVc Iinvc clinscn to focus n i  [his 
Itvel railicr (Iiaii on the  cconoiny a s  a 
rviiolc Imnusc i i  is a t  ilic lcvcl o l  ilic 
firin :iiid [l ie intliisiry iiiat ilie inicrcsts  
of (Iw vnrioiis spcci;tlists concerned wiih 
ilic crtst-ol-capital problcni conic iiiirst 

closcly fogcihcr. AltIioi1~11 [lie ciiiphasis 
113s ilius bccn placed on partinI-cquiIi!)- 
rirtrii analysis ,  tire rcstilts ol~i ; i i i icd also 
provitlc tlie essential btiilcliiig I i loc l :~  f o r  
3 g c n c r a l  cqiiiIi1)ritiiii nioilcl wliicli 
~ l i o t v s  h o w  iliosc prices wliicli a r c  Iicrc 
inl:cn a s  Civcn, a r c  ilicnisclvcs dcicr-  
ii\iiiccl. F o r  rcasons of J~XICCC,  Iio\vcvcr, 
2nd bccausc ilic niaicrial i s  of  inicrcst  
in iis otvn right, rlic prcscnint ion o i  ilic ,... n ,.*- I "  .... :* : I . - :  ..... ... .* I t . * 
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vizld thc sniire rate of rctiirn. This ra te  
o i  re turn K ~ I I  be dciiotcu Gy r a i i d  rc- 
icrreci to as [lie ra te  or iiitercs[ or, 
q u i c a l c n r l y ,  as {lie capitalization :ate 
ior Sure streams. \Ve noit' c3n dcrivc (he  
ir.liJ\r-ing !\vo basic ~ ~ r o p o s i t i o n s  wirli 
rcrpcct to the valuarion of s ~ c ~ i r i t i c s  i n  
cc:::pnir's \vi l l i  tlificrcnt capiial striic- 
iurcs: 
- - . . l ' r ~ p ~ ~ i t i ~ ~  - __ I .  Considcr any  coiiipaiiy 

j zi:d lct S , S l ~ n i ~  a 5  l x l r i r c  f o r  i l i c  

c : ; p ~ i r d  rr'iurn on i l i c  a55e15 orvncll 
by 'Zit coiiijxtny !!1i:i1 15, i ts  cxlicctctl 
p:r,Gt before dcduction of interest)* 
ncic by D ;  !lie marke l  \*aluc ol t h c  
; l , . ~ i ~ c o m p a n y ;  ~ t y  S-iar- 
>t-! \'3iiiiTGiTFC'iiTni;on s i iar ts ;  and 
by 1'; = S j  +- D, tlic market  valiic of 
at1 its iecurities or, as we shall say, [l ie 

m r k e t  valcc of the firm. Tlicn, our 
Priiposiiion I zsscrts that w e  niiisr havc 
i n  cqctililJr;uni: 

-.- 

- 

lor any firm j i n  class I: 

"a~cra ;~ :  cost o f  capital," ~Y,/l',.wliich 
is r ~ i c  r i t io  or its cxpccicd reiurn to 

___-..--_.-- -. -- 

lor  niiy Tirni j ,  i n  cl3ss I ; .  
\ 

iisc tlic (crtii arbiiral;c ;~tlviscilly. For i I  
I'rnpnsition I i l i r l  i int  hold, ;in iiivcstnr 
cnulil 111iy anit scll srocl:s :inil Iiri i icls i n  
s i ic l i  a way a s  tn ercliaiiEc niic iiicoriic 
si rcani lor anotlicr strcaiii, ieleiitical iii 
all rclcvaiit rcspccts but sclling nt a 
loivcr price. T h e  cxclint1j:c \\~otiltl there- . 
lacy bc..atlvani:igcncis 1 0  [ h e  invrsror 
qu i te  intIkpiiiticiitIy or IirL?!!iiuiIes 
iowartl risk." As invcstors exploit 11icsc 
arbitrage oltporttlni[ics, the value ol  [lie 
ovcrpriccci slinrcs will 1:iIl antl 111x1 ol  
i l i c  iinilcrpricctl sliarcs will rise, ilicrc- 
by trriiling in cliniinalc rlic discrepancy 
bcrwccii tlic iii3i.kct vnlucs o f  tlic firiiis. 

I .  ~ ...-- li_ 

Ily \yay of proof ,  consirlrr iwn firnis 
iii r l i c  saiiic c las j  antl assuiiic Inr sin). 
pliciiy only,  [ h a t  ihc rapcctci l  rc iurn ,  
.Y, is the satiic lor both firnis. Lct coin- 
p a n y  I b c  f inancrd cnt i rc ly  with com- 
mon stock wliilc company 2 has some 
d e b t  i n  i ts  capi ta l  s i ructure .  Siippose 
first t h c  valtrt of [lie Icvcrcd f i r m ,  V,, 
10 bc larger  [ I n n  i l l i t  of ilie tinlcvcrcd 

<>vl one, VI. C o n s i d u  a n  invcslor  lrnlrling 
.. J ,  dollars'  worth o l  11rc s l rnr ts  of com- 

5,:"->pnny 2 ,  rrprcsentirig a [ raci ion of I I I C  
~otal  oitistantlirih. slack, S,. ?'lie rciitrn 
from ihis portfolio, tlcnoiccl b y  l',, will 

- 

I 

I 

. 
Lc a fraction u of the  inconic avai lable  
lor ilic stocklioltlcrs of co tnpany I ,  
which is cqi ia l  to ilic toial rctiirn S, lcss 
[lie intcrcst  cliargc, rD,. Sincc rintlcr 
oiir assiiniption of I ion io~cnci ry ,  ihc 
ant ic ipated [oral rciiirn or co inpany 2 ,  
A',, is, untlcr all circiinisianccs, t h e  saint 

as ! l i t  aniicipaictl ioi:il reiiirn i n  coin- 
p a n y  I ,  S,, w e  can l ic r ra f tc r  r q i l a r e  

I lcncc.  the rctiirn froiii ilie initial pori-  
folio can br. writ ten as: 

( 5 )  

Now siipposc tlic invesior  sold liis 
nSI worth of conipang 2 sliares and 
acquired ins[cad an amoiint  - I ~  I= o ~ S ,  
+D,) of  the slrarcs of c o m p a n y  I .  f i e  
coiild tin so b y  utilizing tlic a m o u n t  nS, 
rcalizctl f rom tlic salc of l i i s  initial 
holding a n d  borrowing a n  ailclirioiial 
anioiint n D ,  on liis own crcdi t ,  plctlging 
h i s  iicw I iol t l inp in conipany I ;is a 
crill:ilcral. Tlc woiild r l i i i s  scciirc lor  
liiniscll J fraction s r / J ' ,  .= ,,(s, -i-D,)/.Yl 
of ilic s l iarcs  and c a r n i n p  of conipany 
1 .  k l a k i n g  propcr  a l lowancc lor I I I C  
inicrcsi paytncnis  on Iris personal tlcbt 
S ~ D I ,  tllc rctitrn froni tlic new portfolio,. 
1-t. is C i w n  by:  

s, a n i 1  *yl by a co111111o11 sylllllol A'. 

1': = n l S  - 10,). 

I - -. - .  - ---- -- --- 
e m f '  coniiianics bccausc invr.sinX'l-.YG ; 
cTii -nppO r itin7 iyit-i;;ii?inF I he ?cY<z - 1 

rcci ly  ,by- Lorrowing on  persun.il j 
acrollnl. 

Coiisidcr now tlic ot1ir.r possibi:it:.-, 
nariicly ilia; ilic niarkc; valuc o i  t:.e 
l rvcrct l  ccrtlqxtny I f ,  is less ilian 
Stip~iosc at1 invcstor holtls iiiiiially a n  
i i i i i c ~ i i i r t  J ,  of sliarcs of company 1,  
rrprcseiiiiiil; a fraction of ihc toi:i l  
oiicsi rnding stock, 31. l l i s  rctiirn from 
this  Iiolding is: 

h t  - - ! c ~ c r a s c - i Z t I G i i '  -.- poFiGjZj-iii- j 
. ---..-- ---. --. ..- , 

--.--__-_ 
I__. 

1-1. ,!,' 

l'( = 5 s = a x .  
* 

s: 
Siipposc lie w c r c  to cxchangc this iniii:.l 
holding lor a n o t h e r  pori lol io ,  a]:., 
worlli 1,. but consisting of I: d l J l h f S  c l 
stock o l  conipany 2 a n d  of d doilars t i 
bonds,  whcrc  J :  a n d  d arc g i v t n  by: >.*.  

lii oilier wortlr rhc new iinrtiiilio ; i  

tti consist ol s tock  ol c o t n p n y  2 a x 1  c i 
bontls in 11ic propor t ions  5,/*!'l a n  I 
DJI',. rcspcctivcly. T h c  r c i u r n  fror 1 

rlic s t o c k  in the new portfol io  will be  i 

f r i c t i o n  rJS,  of i h c  lot31 rriurn of 
s ~ o c k l i o l d c r s  of c o r n p n y  2 ,  wl:ich i r  
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p,-ctcd rJ lc  of rctiirn o r  yiclt!. i ,  on tlrc 
stock of a n y  coriipnny j I)clnnging to 
Ilic kt11 class is a lincnr fiinction-of- 
Icvcr.ll;c as  follows: 

( E l , /  i, = pi -i- (P, - r )  O z j q  
-- 

T h a t  is, / l i e  cxpcc l rd  y i r l d  OJ n 
0 1  $1oc* I I  c a i i o l  1 0  l i i c  o p p r o p i i n l r  

COST OF CAI'ITAL. FISASCE.  711EORY OF IS\'EST.\II.ST 1 '.i 

,-\*cr, so far ns \vc havc bccn alilc to 
cliscovcr is nc\v.l' T o  cs1:iblish i t  wc 
hrst notc i h t ,  b y  t lvri ir i [ ion,  I I I C  cx- 
pccicd ra tc  of rcliirn, i ,  is Civcii by: 

From Proposition I, equation ( 3 ) ,  w c  
k n o w  [ha t :  '-. . 

- 
s j = p1(S; 1- DJ) .  

Srtt)stilitting in (9 )  ant1 siniplifying, vie 
obtain equal ion ( 8 ) .  

c. S O n l C  @ t i U l i f i C U l i O l I J  nild ~ X f C I I J ~ O I I S  

oJ / h c  DoJic PrnpoJilioiir 

'The nictliotls and rrsiilis tlcvclqictl 
so far  cnn bc c x ~ c n d c d  in a niiiirbcr of 
uscful directions, of wliicli w c  shall con- 
si t t  c r !is ~ i ~ ~ j ! j ~ ~ ~ l  I ow i t i  1: lor 
a corporntc  prohts  l a x  i1EiiG72iidi 
interest pnynicnls a r c  tlc~liiciil-~lc; ( 2 )  . __ --.---- -- -- . 
rccol;i!fiing ~ l i c  cxislcncc of a niiilii- 
plicity of bonds ant! iiitrrcst ra tcs ;  and 

a c k 11 mi.! c i !  iKi I ;c - - j ;z>T6Fn f 
nrarke; inipcrlc_cti_o?i_w!!~cl~, - iiiiglil 

intcrTSFc 'with t h e  process of arliilrage. 
l ' l r c ~ r R l i v ~ o ? v i l i l T ~ i ~   xi^ ;'i c n y 
in [tiis scction with sotile lur i l icr  3t tcn-  
tion givcn to rlic tax problem in Scction 
11. h i a r k e t  impcrlcci inns will bc dis- 
cussed in P a r t  D of this  scction i n   lie 
coitrsc of I coniparison of our rcsitlts 
with those of received doctr ines  in l l i c  
hcltl of financc. 

Toxit ic  Cnrporo!iottr. Tl ic  tlctluciion of 
i n s r c s t  in coniprilinl; taxal;le corpor31c - 
profils will prcvcnt  the arbi t rngc proc- 
c S T - f r ~ n ~ m i ! ; 7 n l : r I i ~ ~ - j l i i c  (If :II! fi-rnls 
in a Riven c!ass proprtipna,l-!o._iIic 

".\lorton doci rnakc rcfcrrncc 10 s l i n r r r  yirlll 
h c l l o n  but only '+...lor tltc n k c  01 simpliciiy 
.nd Lrtxu:e ihc prrtlcular function uird makes n o  
r w n l i a l  d i l lcyncc In  m y  ConcIuiionr" [is .  p. 4 0 ,  
noic  11. 

-__._________-- 

,. ~ j) 

I l ' f l cc l I  OJ flrc Prcrcrrl illcliiorl P J  

- -- 
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v::thin 111e- Lrni (Sccrion I i ) .  For tIic 
r:zscriplian o f  markct  bchavior, how- 
t r c r ,  ishicli is our ininitilialc conccrn 
kcre! [ h e  dislinclion is no: csscntial. TO 
Gnpl i fy  prrscnralion, ihercfnre, and 10 

prcscr\.l: contrnllii). wif i i  t he  tcrnlinol- 
-- r.:v i n  the s tandard l i r c ra tu rc  \vt shnll 
csr.iinue in this scclion to rc f t r  10 psr  

? S l h C ~ ~ c o s i  oi c3pit?-l, though 
i;rictly s p e a ~ n ~ c n t i ~ i c a i i o n  is 
C C J : ~ ~  onl\* in :he g ? c c  0 1  l a s t ~ .  

/ > : [ c r c ; (  Ralcr .  In  existing capital 
n:zrkcts \ye find not one,  but a whole 
i s n i l y  o f  inicrcst ralcs varyin,: with 
n ; a t u r i ~ y ,  with ihc  tccltriical provisions 
c i  rlic loan anel, ~ v l l a t  is nios: rclcvant 
fJr  prcscnt. ptrrposci. \ v i l l i  llrc rtnanci:ll 

-- 

. . . __- - ._ - - -- 
E j C C i ;  01 o J' lrrrol iry 01 (;oJldJ 0r:d 

curve, r= r  (D/S) ,  rvhntcvcr its prccisc 
iorm,  i s  the sanic for  al l  borroisers, 
i?#cn w e  can readily c x ~ ~ . n d  our  proposi-~.  
lions 1 0  flic case of a rising supply ctirve 
i;r borrowed fiintls." 

yield curve  r = r ( D / S )  wcrc tliffercnt 
for d i f ic rmt  bor rowcx,  a s  miclit liap- 
p e n  i f  crcilitors liad markctl prclerenccs 
(or tlic scciiriiics p i  n part icular  class 
of debtors. If, for example,  corpora-  
tions a s  a class wcrc ab lc  to borrow nt 
Ioivcr ra ics  tlian intlividirals ii3ving 
cqiiivalcnt pcrsonal lcvcril:c, ilicri i h c  

; avcragc cost of capital 10 corpor:ilions 
might (all slightly, as Icvcr igc increascd ' 
over sonic rancc, in rcflcciion of i l l i s  
cliiicrcritial. l i t  cvaltiaiirrg 111is posri- 
bilily, Iio\vcvcr, rriiicriilrcr ilia1 11ic rclc- 
vaiil inicrcsi r:iic Ieir o o r  ar l i i i ragc 
opcrainrs  is tlic r:iic of  Iirtikc-i 5' Itr:tiis 

aiiil, hisioricxlly, 11m1 raic  I i; is 1 1 0 1  Iiccii 
tinticcably 1ti~;Iicr il i ; i tr  r rprcsr i t ia i ive 
corpora te  raies." 'l.lie opcrat ions or 
lioltlinc companies  a n d  invcslriicni 
irtists ~vliicli can borrow on tcrnis coni- 
parablc  to opcrat ing companics  rcprc-  
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TIIE Z:ASAGIIZIENT OF COXPORATE CAPITAL 

('2 

F I C W  I 

IiI:c loilcrics, \voiilcl piircliasr sioc1:s in 
ikis r inzc.  Rcnicnil)cr, lrowcccr, t l i z t  
:?.< yield curve ol frnpo:ition 11 is .I 
ccnjcqucncc o i  rlic niorc Ittntlam~tital 
i'roposition I. Sliould rlic deninntl by 
i > c  risl:-lovcr.c provc instificicnt 10 kcep 
tkt niarkct to tl ic pcctlliar yiclcl.ciirve 
. ; I  13. this dcmatid \rotilcl bc rrir-lorced 
by 111c 3ction o i  zrbiirJ;c opcrntors. 
The l a t ~ c r  would find i t  proiltalllc to 
own  n pro-rnta sharc ol tlic ftrnl  as ;L 

u:kolc by hoiding i l s  siock ottd bonds, 
I?.? loi\-cr yicld ol Ihc sharcs bcing thus 

I... %h.- '-:mhuv v . . i l l r n  nn t,,,qti< 

~. I t i e  propositions IYC I invc tle\~clopctl 
w i t l i  rcsi>ect I L I  tlic vni:iation 0. ilrnis 
and s h ~ r c s  nnprar to bc siibs~anrisll:* nt 

. .  
lcst version with r conslani,?sserls tIi5tr 
l o r . - L G i n  a class, thc re~s t ion-  
bctwcen t F v i e l d  on c o r n m i i s l o c k  

- -. 
Ilcrc i,' rcprescnts the  capi td imt ior .  
rate ol earnings-price ratio on  the  corn- 
mon stock and  L, denotes some amoum 
of IcveraKc regarded 3s the maxirnux 
"rezsonablc" amount for firms of tkc 
class R .  T h i s  assumed rclarionskip bc- 
tween yield and  l e \ * r r ~ g e  i s  the hori- 
zontal solid linc ,Iff-' of Fixurc 1.  
Ilcyontl L', the  yield will prcsumzb!) 
rise sliarply 3s the  marke t  discount:. 
"cxccssive" trading on the cqulty. Thi:  
possibility of a rising range lor higt  
lcvcragcs i s  indicated by t t e  broken. 
linc segnicnt L'C in the 

I l  the  vilcic of shares  wre.rea11) 
givcn by ( 1 4 )  then \lie over-211 market 
value of the firm must be: 
(16)  - s; - 1'1 0 SI -I- Dj Y . . rD1+ D j  

1. - --  S,' - -I- {it* - r)  D j  
i, i; 
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I ACCOrtjinC lo oi i r  motlcl. by conirast, no 
stlci;’ + i i Z l  structiirc esists-all striic- 
iurcs being cqiiivalcnt lrorn,!l!epoint of 

- 
- ---- -.- 

.- ..--... _... .. 
i n  . -  tc’rnis oi  tiic cosi 07 c a l i i ; n ~ ~ I \ . i ; F  s l i a p c i i ,  cosi-or-cap’i’tnl Iitnclion i s  in 

oiic lorn1 or another the tloniiiian~ vicw 
i i i  tlir lilcrattirr, tlic iiliiiiia[c ratioriale (16)  lor -YJr /Y,  yicltls: 

- 

rafixc o i  rnodcralc.dcet ra!ios, a s  s1ior.m 
b g  tlic l i n e  J I I I  i n  Figiirc 1 .  Or 10 pit‘ i t  
i n  niore I3niiliar terms, tlclit-financing 
shliitld be “clicapcr” Ittan cc~i t i~y- f in~t ic -  
i xz  ii  not carrictl 100 fa r .  

\\’hen w e  also allow lor. the possi- 
bility o i  3 rising r a n g e  o l  stock y i ~ l d s  
iar lsrge saiucs of IevcraGc, ISC obtain 
3 C-sli3pcd c i i r ~ e  like u i j f  i n  Figure 
T h t  a sicld-curvc lor stoc1:s o l  ~ I i e  
iorni .\l>G i n  FiGurr z irnplics 3 U- 
, c l s i c d  cost-ol-c3pi1al curvc Itas, of 
c+i;ric. becn rccognircd by many 
y:riil*rc ; \naturai  iurtlicr s tep 11;is uccn 

, 
10 

risk i s  slight! i t  sccnls- natural .-. .-- to sup- 
pose t h ~ t  firms \:Jill not havc .... 10 pay  
nni i c cn I)! y- j ~ i ~ l i  c r,. yiylcj jrlortl e r ~t 0- in- 

1 i I I c - c  i nwstors  to I i r t l t l  t!cr*-<!oc!;.’“ -- 
A tiiorc sopltisiic:iicil litic-,ol ary.ti- 

I n s  brcn atlvancctl by T).~viil 

that l~ccaiise insurance cornpanics and 
ccrtain othcr important ins~itt i t ional in- 
vcstors a re  rcstrictcd to dcbt scciiriiies, 
nonfinancinl . cornorations a re  able to 

f--lirrtit ?~!E- I I !~ !J[~ ,  pp. 231-331.  l l c  s t i [ : g c s d  

‘. 
borrow Irorn ‘tf;crn a t  intcrest rates oiic pcicc in t l i c  ni&G more pre- 
whicli a r c  loivcr than  wotild IIC rcqtiircd cisciy ilia1 -!l~~ccpricc of a c o n m n ~ d ~ t y  
to conipcnsatc crcditors in a Irce rcgmrzinu “Luntlle” of IKO oi1:cr 
markc[. ‘rhiis, wliik Iic woritd prrstirn- coinnioditics cannot be consistenlly cii- 
ably ncrec with our coiic1iis10ns t l int Icrcnt from thc \cciE)itcd avcraze of’lhc 
stnSTZItIcrs coiild not p i n  Iron1 lever- p i i c c s t ~ t \ \ : o _ c ~ ~ i p p n c p t r ‘  __.__-... -.- (ihe 
age i n  an urrconslraiiicd r i ta rke l ,hc  wciglits bcinl: cqual to thc  proportion of 
concliides tlint thcy can g:iiii m d c r  
p e n t  IrisliliiIiGna~ nrrangcitients. TIiis 

’ Rain ~ O ~ I I C I ’  iiisc-bT\irttit-of- ; l ie 

- - - - -- - - . ._ - - - 
--- -.- --- - 

- 
“safety supcrpremiiim” rvliicli li.ntlcrs 
a re  willing to pay corporations for   lie 
p r ivi 1 ccc  of 1 e n t l  i n g.” 

tlie-t\vo con&nodities in ;he- bundlc). 
An annlflzy may  be  Iirlpful a1 t:iis 

point. The relations bctwcen l/p,, i k  
price pcr dollar or a n  unlcvcrctl sircam 
in class k; l/r,ihc price per do!I3r of 
a sure sirc3ni, ant1 l/;,, the pr im per 
tlollar or a Iwcrctl strcani j ,  in the 1111 
class, a r e  csscntially tlic same 3s thore 
IJci!VCcfl, rcspcctivcly, tlic price ol  
wholc milk, i l ic  price of bii i trr  fJt, 3nd 
the price of milk wliich his becn 
tliinnctl oil; by skiniminc oii some of 
the butter fa[. _Our Proposition I Et;I’cj 
that a firm-c?n!nt rctlitce the coj t  of 
capital-i.c., incrcasc tiic niarkct v a I G  

lac would rcrm l o  br laling a p r i i i o n  v r i y  rimcar 
1 0  i 1 8 a i  o f  Durind sbo1.r 
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t t ia t  r11cy tlesc:il)c llic cenlrnl 
1 rill Icrrcy a ro i l  ntl  which obsc r \*a I ions 
it.ill scatlcr--iiul 3150 1 h t  lhcrc arc 
large n n d  ~ y ~ ~ c i r i o ~ i c  iriipcrfcciions in 
ihe iirnrket which pcrrnancntly bias  lie 
ouicornc. This is an  assumpiifin that  
cconomists, nt any  rate,  will instinc- 
iivcly eyc with some skcpticisni. 

In a n y  evcnt, whclhcr such pro- 
longed, systcmaiic departures from 
cqiiilibrium really cxist or wlie~licr our 
propositions arc better descriptions of 
long-run market brltayior can be sctilcd 
only by  c rnpi r ia l  rescarcli. DcIorc go- 
ing on 10 [ t ic  theory of invcstnicnt i t  
may be hclpful, therefore, 10 look a t  
the evidence. 

E. SOIJ~C PrclirJrirrary Eaiilcricc 

I 1 I c c v i t I i'ii c c \\*I i i c I t  
Ii:is I i c c i i  asscnil)lrtl so fiir i s  aiir:trii i~;ly 

s l ~ i i i i p y .  Intlccgl, WL' I i:tvc l t c c i i  :~lt lc  In 
l o c n ~ c  nnly I W O  rccrrii s ~ ~ ~ t l i ~ s - ~ ~ t ~ ~ l  
~lrcsc of ratlicr liiniietl sropc-r\~lticlt 
were designed to rlirow l ight  on [ h e  
issue. ?rnding (lie rcsiilis of niorc coni- 
prchcnsivc tests which w e  hope will 
soon bc available, w e  sliall review 
briefly sticli cvidence as  is providcd by 
the IWO. siudics in question: ( I )  an 
analysis o I  tlie rclaiion bctwccn scctir- 
ily yiclds and financial sirucitire for 
somc 4 3  l a r p  electric iI[ililics by F. I!. 
Allen 1 1  1, and ( 2 )  a parallcl ( r l i l p h  
lislietl) study by  Robcrr Sniitli [ 191, !or 
4 2  oil conipariics tlcsigncd to test 
\dicllicr Allcn's rather striking results 
wotild bc lourid in an indtisiry lvith 
vcry diflcrenl cliaractcris~ics." l ' l ic  

011 ~ h c  Dar ic  P r o p o x i ~ i o ~ l r  
1 J 11 f or I i t  ii:t I cl y 

1 wltolc cmcrxtion o f  rccuriiy analysis h i s  brcn 
b t O w l , f  up on O t i s  LaokI 

"\Vc wiib l o  crprrrs our tliinki 10 both W ~ I I C ~ ~  
lor  maLinc ivri lrblc  to  us aomc o f  lhrir orilinzl 
rorl lhcclt .  Ia rddiiion to Ihr ic  recrni tiurlirr i h r r r  

Allen sitlily i s  bascd on a\.cracc h-;urc3 
lor ilic years 1 9 4 7  a n d  19.19, chile t1.c 
Smith study rrlatcs to the single yc.r 
!953. 

Thc  Eflcrl o/ L c x r o c r  011 ~ h :  Coil 
u/ Copirol. According to the rcccctd 
y j e t v . 5  sliown in equation ( 1 7 )  tl:c 
average cost of capital, ?/Y shou'd 
dcclinc lincarly ivilh lcvcra,-c JJ nc'ai-  
ured by the ratio D/V, at l e i s t  t t r o u r h  
most of the rclcvant range." Acc0rdir.Z 
to Proposition I, the  avcragc coj t  
capiial within a given class k s h o i d  
tcnd to h i v e  the same valire p,* indc- 
pcndcntly of [lie degree of levcragc. .A 
simple icst 01 the merits of ihc  (KO 

nltcrnativc Iiypothcses c3n thus be c3:- 

ricd out by corrclaring .F/V wiih D/I'. 
I! Ilic rratlitional vicw is corrcct, t t c  
cnrrclalioii sliortlil 11e si~ii iCcantly nrgz- 
tivc; i f  our view rcprcscnis a b c t t t r  
n p p r c ) x i i t i a ~ i n i i  in  rcality, i l tcn the cor- 
rrlaIioii slioiiltl not Iic sil:nihcaniiy c l i i -  
Icrcnt rrotti zero. J ,;I r..y*j < b-1- L%:..:* . 

Ilotli stirtlies provide inlornii i io> 

niarkct value of bonds and  prcferic.1 
stock-and of Y-the rnarkct v?lue c f  
all sccuritics." From thcsc da ta  w e  c i : ~  

3b0~1t  the  ~ V C ~ J ~ C  \*allte O f  D-the 

i i  1 frrqucnlly titc4 fbul ippi icnl l , -  %cIJom rcrd I 
study by Ihc Frdcral Commupicliinnr Cornmb- 
l i n n  in 1918 1 J l l  u-hich purfarlt  10 shnw Ihc r i .  
i t i cntc  01 a n  opiimsl c a p i l l 1  rtructuir or r i r . cr  r f 
rtruclurri f in iltc sen% drrmr4 i b n * r l  Is: r..LI 5 
utililici in t l i c  llJ0'1. By  currrni i : lnJ~rrlr  f f  r 
i f l l i i i i c i l  invrrlicalioni. horrrcr .  this tiudf can .  
nnl bc 1cyarcfccl i s  hivin; i n y  rr*1 rvidcnltal VIIY: 
for ihc pi&lcm a t  hind.  

"\t'c iIai11 iimpliiy oui nolrl ien in lh i i  rrriio., 
by dropping iltc sul*rtript i urcd t o  drnoic I :I,. 
titular brm u.licrcvcr this will no1 l c i r l  In t cn lu \ . i r  

i ' S o ~ r  1 1 1 1 1  lor purpnirt sf t1.h 1c.1 p i c i r r i r ~  
s l x k i .  rincr thry rrprcrcni i n  r l p r r i r d  h1rd 01.1,. 
cation. a r c  preprrly tlattiCr4 w t l i  bones  c , .~ ,  
Ihouqh I l c  l a x  r l i l u i  o f  prtlctrcd dwidri.di is dil 
lrrcnt l torn thxt of lnlrrrit paymrnlt ar.d a\.*.) 
tbouxlt prcicrtrd dividcnrlc i r e  #ral ly  Aar.1 on:r 1.. 
r l>* i i f i rr t inn l o  tlrrlr mirimurn elor.  ~ . : * r  in any ir yar.  ah- r..-  Somc - 1  <thi1=::,. .--,.-..I. r:  
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Tlic rcsults of these [csts a r e  clearly 
favorable to otir Irypotlicsis. no[h cor- I 

relation cocfficicnjs a r c  very close to 
zero and not stalistically significant. 
Furtiicrrnore, tlic implications of the 
traditional vicw (ail to be supportcd 
even with rcspcct L O  t he  sign of the cor- 

T I I E  >l r \SACE. \ IENT OF CORPORATE CAPITAL .:- 1 c*> 

;z.itil j. cornpufc thc ratio D/I' 2 n d  tLis 
rr:io (csprcssetl 2s ZI pcrccnlnce) is 
r,-;.;tsmttd Ly tlie symbol d ia  11:c 
;c;:cssion cqt:ations bclotv. T h e  rnc2s- 
L-.-i.:icnt ol  [ h e  variablc >F/l/, how- 
c w r ,  prcscnts scrious tlificullics. 
Str ic t ly  speaking, t he  numerator  should 
m z s u r c  [lie erpectcd returns  nct of  
;3sts, but  this is a variable on whicli no 
dirccl information i s  available. A s  a n  
a?p:osirnation, we lravc followed both 
artri,ors and uscd ( 1 )  tlic averagc v a l t ~ c  
o i  3CliIai net  re turns  in 19-17 and i94B 
for Allen's utilities; and ( 2 )  actual n e t  
re turns  in 1953 for Sniiih's oil corn- 
psaies. S e t  re turn is defined in both 
cascs as the s u m  of inlerest, preferrcd 
dividends and stockholdcrs' incornc n e t  
o l  corporale  inconie taxes. Although 
t l t i z  approximation to crpsctcd returns  
is rtndoubtcdly very crutic, there is no 
rcason to bclicvc that  i t  will systcrnaLi- 
ol!? birts thc tcst in so far  as tlic 5ign 
o i  rlic regression cocfficicnt is i o r i -  
ccrncd. Tlrc roughness of tlic approxi-  
n a t i o n ,  liowcvcr, will tcrid to makc for 
a v:ic!e scattcr. Also contributing to ~ h c  
s n x e r  i s  the crudeness of tlic indttstrial 
c l ~ x i i i c a t i o n ,  since cspcciilly within [lie 
s~:i:;ile o l  oil cornpanics, tlic sssuiiip- 
lion t I i31  all [lie firms belong to the 
s x : c  class in our  scnsc, is a t  best only 
approxirnstely d i d .  

Ccnotin;: by I our  approrini i t ion L O  
-Y','l' (esprcsscd,  1il:c d, as a pcrccnl- 
n::c). thc  results of the ~ c s t s  arc  3s 

- 

foi!j\\*s: 

p:r!xrrd i t n c k i  ( a n d  convcr l ib l r  Imndif  i c l l inc  2 1  

2 ! z i i 1 r n t i a l  n r r rn ium,  bui f a r i u n i t c l > .  vcry  l c w  
i=r!r i u u r i  u'crr invol\.rd l o r  t l tc  c o m p n r c r  i n -  
c l ~ i r 3  i n  thc IWO i tud i r r .  Sntii l i  Ins1ut:rcl b i n k  
I:;:.I a n d  ccr ta in  ollicr i l o r i - l c r m  oLliCiiioni ( i t  
b x L  r J t u c 1 )  iz IiL d a r i  o n  oil c o m p i n y  dcbii a n d  
C.2 :xai:.:cnt L pcili;ps o p r n  to i o m c  quriiion. 
liw.%crcr. tkc i m o u n u  i n v o l c t d  wcrc  rc l l t i \y iy  
lr.::: zr.d Ctcrk  c o m ? u l i i ~ 6 n i  i h o w d  t h l i  tbcic 
.* .- -..:..- .......* 2 I..., .- --... -:-.- .,:,:- ..___. 2 -  

Oil Cornpanics r = E S  4- .M& 
(zk.024) 

r =  .01. 

T h c  da ta  unrlerlyinl: these equations 

relation. Tl tc  da ta  in short  provide no 1 
evitlcncc of a n y  tcndcncy lor the  cost 

crcascs.ys 
of  c n p i ~ a l  to fail 3s [lie dcbt  ratio in- I I 

' 1  I t  m a y  be r r c u c d  l l r a f  i i c i f  01 f h r  Linil uicd . 
I t  Li r i rd  r c i i n i l  I h c  t r i r l i r ion i l  v i r w . T h c  11c1 I h a t  
Lolli  r lJcs  0 1  l i ar  rccrc i t ion  c q u ' t i o n  I I I  divil lcd L y  
11tc var l iLlc  I' whtch 110y bc iu1i)rct t o  t andoru  
v a r i a t i o n  mitltt crnd 1 0  intri ir t  a poi i l ivc  bii i  to 
t h c  corr r la t ion .  A i  1 c h c c t  o n  t l i c  r o u l l t  p r c i r n l c d  
i n  l h c  ICII. wc Iiavr.  Ihcrclorc.  cirrird out i iuptilc- 
n i r n f a r y  I O I  Laird o n  cqual ion  1 1 6 ) . T h i i  r q u a t i o n  
> h * ~ w s  r l a i t .  i f  ~ l i c  rradilional v irw ii  corrccl.  t l i c  
rn irkc t  \.slue o f  i r a n i p i n y  iliould. for Civcn .l"; 
I n c r c i i c  u i t h  dcLt th rouc l i  moil  of  the r c l c r i i i l  
r i n t e ;  according 10 o u r  mudcl l l i c  r n i r k t t  v i l u c  
iltoulli bc uncorrc la lcd  w l t h  D. glvrn  f'. l l r r i u x  
of widc  r i r i i f i o n i  in thc  i i rc  01 [lit firms includcd in  
our i i inp lc i .  i l l  v i r i a b l c i  muit bc dividcd Ly 1 
iui i iblr  i c i l c  f i r t o r  in o r d c r  lo i w i d  I p u r i o u i  ' 
rciuIIi in czr ry inc  out a t c i l  0 1  c q u i t i o n  (16) .TBc 
f a c t o r  w c  h i v c  u ~ d  h t h e  l ~ o o t  value  o r  thc firm ' 
drnotcd b y  I .  Tbc bypotlsciis Icclcd 11:ut t r k c s  
i b c  ipcciGc lorm: 

- 

! ' / A  - a 4- 6[.T'/Al r f f l / . { )  
i n d  l l i c  n u r n r r i t o r  0 1  tbc  r i l i o  .I" I.{ l i  aca in  
a p p r o i ; t n i t r d  b y  z c t u i l  ncc rc turn i .  T h c  pirital  
c o r r r l i l i o n  Lctwrcii  ! ' / A  a n d  D I A  iliould n o w  bc 
p o i i i i r r  i t c o r d i n g  to the t r i c l i i i u i i i l  vi rw i i i d  i c r o  
i c c o r d i n c  10  o u r  inodrl .  A l ~ I t ~ u c h  div i i ion  by 2 
ilrould. I f  ir iyll i inc.  b u r  tbc r r ru l t r  in  favor ol tlic 
traditlonil  Lypotlir i i t .  t l c  pirtlrl corrc l r l ion  turns  
out  11) I i c  only  .03 l o r  thc  oil c o w p a n i c t  i n d  -.la 
l o r  i b r  c l c c ~ r i c  utititiri .  S c i r l t c r  0 1  ~ h r i c  c o c f d c i c n ~  
I .  .:.-:<.._.I.. ..:a ..__. I . - _  ._.^ _ _  8 . I  q..... 
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:r -!:auld also bc Jpparcnt  f rom tlic 
t';.::t:r diacr3nis ilia[ ~I icrc  is no  11ir.t 
r . i  2 curvilincar. U-sliaprd, rcl>ticin o l  . .I., .. . kizd rvl;i;h i s  rcitlcly !Jciicvccl to 

t,:d Lettcccn thc cosk of c 3 p i i ~ 1  a n d  
lcx-eragc. This grapliical imprcssion w a s  
coxrirmcd by statistical tests wltich 
s tun-cd  that for both indiistrics the 
c ~ : v a t u r e  was not  significantly diflercnt 
from zcro, ib sign act11311y bcing oppo- 
site to that  hypothcsizcd." 

S o l e  also tlrar according to our  
model, tlic constant terms of the rcgrcs- 
cion cquations a r c  mcasiircs of p , r ,  t he  
c3pir3l int ion rates lo r  iinlcvcrcd 
s t rcams and  licncc the avcragc cost of 
c ~ n i t a l  in the classcs i n  qitcslion. T h e  
es;imarcs of S.5  per  cent for t he  oil 
conipanics a s  a p i n s t  5.3 pcr  cent lor  
clcctric utilities appear  to accord wcll 
t\-ilh a priori espectations, both in abzo- 
lure value and rclative spread. 

ThC E f l C C l  O /  f . . C 2 C l I l r C  011 ~ O I l i ~ t l O l l  

S f a r k  I'icldr. Accordin; to oiir Proposi- 
tion TT-scc cquation I 2  and Figure 2- . 
the erpcctcd yield on common stock, 
?./=any - .  given g@s_L2_h_o_lkd-tcnd 
I o increase wi t h 1 c w  ra ; e- a e3 su red 
b $ - ; z  fa& -..- DlS, ,The relation should 
t z n J  to be lincar and  \sitlr-po~~irj\le.slope 

tcn t l s  1 0  drive u p  the cost of :mior 
capital. Acco; l inc to ihc convcntiosal 
v i r w ,  I I I C  yicld citrvc as  a firt iction of 
Icvcragc ~ h o i i l d  Irc 3 horizontal sir.tiglrl 
l ine  ( l i k e  AfL') rltroit~Ii nlost of tlic 
rclcvant range; 13r cnough to [lie riglit, 
t h e  yicld may tend to rise at  an incrcas- 
ing rate. I fere  again, a s t ra ight-fonvard 
corrclation-in this case belwccn ?'/S 
and D/S-can provide a test of the two 
posiiions. I(  our view is correct; t h e  
corrclation sliotiltl bc significantly posi- 
tivc; i f  [lie traditional vicw is correct, 
[lie c o r r c l a t i o ~  should be ncgligible. 

Sttlijcci to the  s a n i t  qt~alifications 
notrd above i n  connection w i t ~ t  R*, 
i v e  can approximatc 5' b y  nc[ii:il 

stockholdcr ne t  incomc,'O Letting z 
denote in tach  case the  approximation 
to ?r/S (expressed as B p e r c e n t q e )  
and  letting Ir dcnote [hc  rat io  D / S  (a lso 
in percentage terms) the following re-' 
sulis a r c  obtained: 

Electric Utilities r=6.6-f-.01711 
(2.004) 

r=.s3 
oil Companies z=3.9+.05Ih 

(2.012) 

r=.s3. 

These  rcstil[s z re  shown in scat tcr  din- 
gram Iorm in  Figures 5 and 6. 

l o  A r  indicitcd Carlicr. Srniib'i d l11  wcrc lor tlrc 
i inclc yrar 1'151. Sincc thc VIC of i iinCIc ycir' i  
prohlr 11 1 m c i i i ~ r c  0 1  crpcclcd proLti tniEbt Iqc 
a w n  t o  objrciion \vc collrctcd prohi d i i a  l o r  1951 
l o r  IIU rrnir ronipt i ic i  iiid biici l  tlsc co inpubt ion 
a( ?'IS o n  lhc a v r r > c c  01 ihc i w o  ycirr.'Ibc valuc 
01 7'18 wai obtrincd lrorn iltr (orrnult: 

-1- nct c irninc i  in I ~ S J  ) W 
i !rvcriec r n i r k c t  vrlur 0 1  common r t o c t  in * S i j .  

. . .  
.r ' -  r* .. 

- A .  
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l i S  COST OF CAl‘lTAL. F I S A S C E ,  T I I E O R S  OF ISVtXTZIEST 
: ;-I Yl lE  . \ l h S . i C E . \ : Z S T  OF CORPORATE C.IPITAL 

disrriburion will bc: - 
5.4- I ( 2 5 )  I f ’ ,  st 3- I = - s , - 

Pa 

TO i l l irstratc,  siipltosc [ t i c  capiralira- 
tioir r:iic ic* r  iinc~‘ri3in sircanis in [lie 
k i l t  c l a i s  is 10 pcr ccnt ~ n c l  rlic r a r e  of 
inicrcsl is -t pcr  ccnt. ‘fllcn i f  3 civcii 
conipany h c l  3n cspccicd inconic of 
1,000 and i i  i t  irere fin3nceti entirely by 
common stock \vc k n o w  from Propoji- 
tioil 1 i l l31 t h c  rcarkct valirc of i t s  stock 
would be 10,000. Assume now [hat the 
managers  of [I\c firm discover an  inscst- 
men[  opportuni ty  which will rcqiiirc a n  
otrtlay of 100 and which is crpcclcd 10 

yield fl pcr  cciit. A t  first sifilil this 
niiglit appear to be B profitable oppor- 
tiinity since t h e  cxpccrcd return i s  
doiible tl ic inlcrest cost. If, Iiotvcver, 
l l ic nianagcnicni Lorrows ;lie ncccssary 
100 a t  .: pcr ccni, the ioial  cxpccrcrl 
iriconic of t i le company riscs to  1,009 
ant1 i l tc rtiarkc: L’alrtc of tiic hrnt ro 
10.090. l l r i t  tlrc firni now will Iiavc 100 
of bontls i n  i t s  capiia1 striicitirc so i l i a ( ,  
par:idosically, llic market  v31t ic of iltc 
stock must acirrally bc rcrlricctl froin 
10,000 io 9,930 as a cnnscqiicnce 01 
t l i i s  appar rn i ly  profitable irivcsrmcnt. 

- 
whcrc  A’, rcprcscnls I I I C  cxpcciccl rc- 
tu rn  from [lic assc[s cxclttsivc ol tlic 
arnoiint I in qiicstion. If Iiowcvcr (lie 
ftinds a r e  rcraincd b y  thc conipany a n d  
used to finance nclv m c t s  whose ex- 
pected rate of return is p., then the 
stockholders’ ~ 3 1 t h  would become: 

( 2 1 )  s, = I“ - D,. 

I f  n o w  thc  firm borrows l dollars to 
5 f i a r . c ~  an investment yie:ding p* its 
nizrkct v2luc will becomc: 

s. -t p-r ~ P . 1  ( ? 2 )  v. -1s- 
- 

P. P ,  

z.:d thc valtrc of ic; comnion stock will 
iJe:  

or using rqiiation 2 1 ,  

., 
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( : I )  
cqiiniion n s  tlic proporlion of dcbt  used 
i n  nny  ndtIi[ionnI rlnnncing of V dollnrs. 

. 

- ___- 
;:ie cost 01 cnpitctl relevant to invcst- 
n i x :  dcc:sions, howcvcr, i: tlie ritio-of 
- . .>-.-- -- -.  - . .-. .- , 

ihc  rx'pcctcd return Lclorc taxcs to thc 
Z:J::CL vzluc,  i .c. ,  X / V ,  F r o m  (11) 

---. 

i n r ,  35 LJ.'l'-ris<~,?~ tlic cons t2n i  ra te  
( ] - I ) . , -  l'l:us, w i t l i  2 corporate  i n -  

.. - 
__ ._ _. - 

( 3 3 )  

l , * : J : ~ ~ l ' l J I '  L',\I I l;\l., P I . \ , \ , \  

Fair itivrstiiirtits fiiiancci! .n!i,t- nf r c -  
IaiiirtI \-:irriii;Ks, I l i t :  ~ i r n l t l t ~ r i ~  n l  tlcfiniii!; 
l t ic  rrqiiirrtl rntc'nf rcrtirrt it i t i r i f c  r I i f i c -  
c i t ~ t  iiti'cc? i t  iiivtiI<v? < - c n t i i p a i i c r i r i  t r f  

11ic I:IX cotisc(I i ici iccs 10 I I I C  i t i i l i v i ~ I i i : i l  

~TOi~:l~oIiIci of rccr iv i i iza  t l i \ . i t Ic i i t I  w r .  
~ ~ i s  1i:tviny: a cnpiral ~ a i l ) .  ~ ) r p c n d i n g  
oir?;liFiii,lcoTiliiniion, a cnpirnl g3in 
prodiiccd b y  rclaincd c n r n i n p  n iay  bc 
Ia rcd  ciilicr a t  o rd innry  inconic i a x  
rnlcs ,  50 ~ C F  ccnt  of ihcsc ra tcs ,  2.5 pcr  
cent ,  o r  zcro, i f  hcld ti l l  [ I c I I ~ .  Tlic ra lc  
on  a n y  dividcnrls rcccivcd in 11tc cvcnt  
o l  n dist r ibut ion will a l so  IJC  n vnrialrle 
clcpcnding on  tlic amoiint  of o l h c r  in- 

* coiiic rcccivctl by [lie s~ockl iol~lcr ,  a n d  
wit11 ilic ntldcd complicat ions infro- 
dtrccd b y  tlic currcn t  tlividcn~l-crr.tlit  
provisions. T f  w c  assiinic thn i  ilic m a n -  
agcrs  procccd on tlic bisis of rcasonablc  
cs i in ia lcs ' as  to thc  average valtics of  
tlic re levant  l a x  ra tcs  for [lie owncrs ,  
thcn tlic required rcttirn [or rcfzined 

~ - ,  

. .. . - . - . . . . . - - . 

. . . . .--,-.- 

. earnings p r R  can  be shown io bc: 

wlicrc T4 i s  11ic assirnictl r a i c  o l  pcr-  
sonil inconic l a x  on tlivitlcntls 3 n d  r, 

is.il1c assumed r a i c  of lax on cnpiial 
p i n s .  

I\ iiuincrical illustrniion niny pcr- 
l inps bc Iiclpiul in clnrilyitig llic rcla- 
tionsliip Lcirvccn tlicsc rrtiiiirctl rnIcs 
of r c ~ i r r n .  If ~ Y C  ~ n k c  111c fpllorvjng 
round nunibcrs  3s rcprcsciiiaiive orrlcr- 
of-ningni tudc w l u c s  tindcr prcscnt  con-  
ditions: a n  a f t c r - t a r  cnpi ta l i rni ion r a t c  
p l r  of 10 p c r  ccnt ,  a rnic  of inicrcsi  on 
bonds  of 4 p c r  ccni, a corpornic  l a x  
ra ic  of 50 p c r  ccni ,  z rnzrginal pcr-  
Son31 income tax raic on dividcnds o f  
40 p e r  ccnr  (corrcsponding 10 a n  incornc . 

. .  
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KENTUCKY POWER COMPANY 
American Electric Power 

ATTORNEY GENERALS FIRST SET 
DATA REQUEST 

Case No. 2005-00341 

Item No. 220 

With reference to page 32, lines 14-23, please (a) provide copies of the FERC Opinion No. 445 
(92FERC6 1,070) and FERC Opinion 456 (98FERC61,333); (b) indicate the prescribed 
methodology in the FERC Opinions; (c) demonstrate how Mr. Moul’s approach differs froiii the 
FERC procedure; and (d) indicate all cases before regulatory coimnissioiis (as indicated by 
company name, tlie docket number, the filing date) over tlie 2003-2005 period in which Mi-. 
M o d  has einployed this alternative DCF approach in estimating an equity cost rate for a utility. 

Response 

a) 

b) 

c) 
d) The electric cases are: 

Copies of FERC Opinion 445 and 456 are attached to the response to item 48 of tlie 
Second Data Request of the Coiimission Staff. 

The FERC orders describe the prescribed methodology. 

Mu. Moul’s approach does not differ froin the FERC procedure. 

Docltet No.. -- Company Jurisdiction 

AEP-FERC FERC Docket No. EROS-75 1-000 

Kentucky Power P. S. C. of KY Case No. 200.5-00341 

Appalachian Power Public Service Coiiiiiiission of WV No. 05-1 278-E-PC-PW-42T 
Georgia Power Co. Georgia Public Service Commission Docket No. 18300-U 

Savannah Electric Co. Georgia Public Service Commission Docket No 19758-U 

In addition to the cases listed above, Mr. Moul has frequently employed this type of 
analysis in rebuttal testimony. 

Witness: Paul R. Moul 
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KENTUCKY POWER COMPANY 
American Electric Power 

ATTORNEY GENERALS FIRST SET 
DATA REQUEST 

Case No. 2005-00341 

Item No. 221 

With reference to page 37, lines 1-10, please provide copies of the source documents for the 
interest rate forecasts. 

Response 

A copy of the source documents are attached. 

Witness: Paul R. Moul 
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663 Madison Ave. 
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Blue Chip Financial Forecasts is a general 
circiilntion n w s  monthly. No statement in this 
issue is to be construed as a recommendation 
to buy or sell seciirities or to provide invest- 
ment advice The editor and Aspen Publishm. 
wliilc considering the contents to be acciirate 
and reliable, take no responsibility for the in- 
fornitition contained herein. 

Copyriglit \ \arning and notice: lt is illegal 
untler federal copyright law to reproduce all 01 
pait of this publication or its contents by pho- 
touopyiiig, e-mailing, faxing, scanning or any 
otlicr nicaiis without the publisher's perniis- 
sion. Federal copyright law ( 1  7 USC 101 el 
scq ) imposes il liability of up to $100,000 per 
isstie for such inliingement, costs and nttor- 
iicy's tccs A rcwird is offered f'or inforiiia- 
(ion coiiccrning illicit tluplic:itiori. 
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Speculation Heats Up About When Fed Will --.__ Halt Its Tightening Cycle -- 
omtstic Commentary A variety of factors contributed to a further 0 n-up in long-term Treasury prices over the past month. While the 

Federal Open Market Committee (FOMC) is universally expected to 
raise its Federal funds rate target by 25 basis points to 3.25% at the 
conclusion of its June 29‘h-30‘h meeting, market speculation has in- 
creased that the FOMC might call a sooner-than-expected end to its 
tightening campaign. Prices of longer-dated Treasuries are also being 
buoyed by concern among some that high energy costs will inevita- 
bly slow economic growth both here and abroad and cap the rise in 
core inflation. Bringing a further bid to Treasuries are low European 
bond yields, a continued rise in the value of the US. dollar and talk 
that the Bank of England and the European Central Bank might actu- 
ally cut rates by year’s end. The gains have pushed longer-term 
Treasury yields to near their lowest levels in about two years. 

Kicking off increased talk this month of a sooner-than-expected end 
to the Fed’s tightening cycle was Dallas Fed president Richard 
Fisher’s comment during a June I ”  interview on CNBC that tighten- 
ing was in the “Sth inning with the 91h inning coming up in late June.” 
In a subsequent Wall Srreer Joirnral article, Fisher attempted to clar- 
ify his remarks by saying, “the next meeting in June is the 9Ih inning. 
We’ll take a look after that. We may go into extra innings in the con- 
test against inflation. ... The economy is still strong. It’s inflation 
that’s still a risk.” Despite these caveats, many market participants 
interpreted his comments to mean that the FOMC would tighten at its 
June 29‘h-30’h meeting and call its quits. 

Subsequent remarks by Fed Chairman Alan Greenspan, as well as 
other FOMC members, however, seemed specifically designed to 
dou nplay Fisher’s comments. For example, in testimony before the 

.:c4(;ongress’s Joint Economic Committee on June 9‘”, Greenspan said 
I. S _ j h e  economy seems to be on a reasonably firm footing, that underly- 

ing inflation remains contained, and reiterated his mantra that “policy 
accommodation can be removed at a pace that is likely to be meas- 
ured ’* When he was asked during the Qc!A i f  “policy neutrality” 
might exist around the 3.5% level for the federal funds rate, he 
hedged and said i t  was difficult to predict but that “we’ll know i t  
\\lien we get there.” I n  a recent hometown speech, Kansas City Fed 
President Toni Hoenig noted that ”inflation is not a concern to him 
but i t  is still a fact that i t  has ticked higher” and required Fed vigi- 
lance. He added that policy is ‘’still accommodative” and that the 
”Fed ivants to get to a neutral rate range (3.5%-4.5% according to 
niost analysts) sooner rather than later.” Richmond Fed President 
Jeffrey Lacker also has expressed support for additional rate hikes, 
notins th3t polic! remains “fairly accommodative at these rates” and 
that ” i t  is too earl! to say ivlien \ve’re going to stop ’* 

The Beige Book prepared for tlie FOMC’s late-June meeting seemed 
to underscore most policymakers’ belief that thc economy continues 
to perform reasonably well. Business activity i n  all 12 districts was 
reported to be espanding, retail activity was mixed, but some of the 
disappointment in sales was Inid at tlie fcet of unseasonably cool 
weather. Labor markets were reported to have improved in most 
districts. Price pressures were said to be moderate, but several dis- 
tricts reported some concern over high fuel, transportation and build- 
ing inaterial costs There was nothing i n  tlie report to suggest any 
deviation from the Fed’s policy course of “nicasurctl” rate hikes. 

As a resulr, most analysts appear not to expect major changes in the 
FOMC’s June LOfh-30“’ policy statement. I t  is likely to retain the key , phrase t h t  policy ieniains “accomiiiod;itivc” and that policymakers 

!\J believe they can continue to tighten at a “measured pace.” However, 
we could see policymakers at least acknowledge tliat the degree of 
policy accomniodntion h:is been reducctl ovcr the p x t  year and that 
future policy changes will be niore data tlepentlent that in the past. 
\\’e might also see a solnewhat iiiiprovetl asscssment of economic 

. -  

growth now that earlier evidence of a “soft patch” has dissipated. The 
assessment of the outlook for inflation will likely remain benign. 
Upcoming data for June is likely to support Fed policymakers’ con- 
tention that the U.S. economy continues to grow at a healthy pace. 
Nonfarm payrolls are expected to rise by 175,000 or so following the 
disappointing 78,000 increase in May. Retail sales in June will likely 
post a substantial improvement over the 0.5% decline in May. Vehi- 
cle sales appear to be running at a strong rate, boosted by new sales 
incentives. Moreover, the return of more seasonable weather is re- 
ported to be producing a rebound in sales of summer apparel and 
most likely building supplies. Watched for closely will be any signs 
of a further improvement in tlie manufacturing sector. While the 
Institute of Supply Management’s (ISM) May index of activity in the 
factory sector slipped to a hvo-year low of 5 1.4, the Fed reported that 
manufacturing production during the nionth scored a nice gain of 
0.6% following declines in the prior two months. Moreover, housing 
starts and home sales likely remained robust during June as mortgage 
rates fell. Inflation figures for June may not be as encouraging to the 
bond market as those for May when the Consumer Price Index fell 
0. I %  _- the first drop since last July -- and the yly change in the core 
CPI slipped back to 2.2%. 
Based on our June 20Ih-2 I ”  survey, the consensus predict that follo\v- 
ing a quarter-point move on June 30‘”, the FOMC will enact hvo 
additional quarter-point rate hikes by the end of this year, bringing its 
target for the federal ftinds rate to 3.75%. As of the June 22”’cIose, 
the Federal funds rate futures contract remained fully priced for a 25 
basis point rate hike at the FOMC’s June meeting, as well as one at 
the FOMC’s August Ilfh meeting. However, the futures market was 
only pricing in about 43% chance of a quarter-point hike in the funds 
rate to 3.75% at the Septeniber 20‘” meeting. While a 3.75% funds 
rate was fully priced in by year’s end, the futures market now puts 
tlie odds of a 4.0% fiinds rate target by year’s end at just 20%. The 
markets h:ivc generally priced out any additional tightening in 2006 
nhile the consensus still sees pet haps an additional 50 basis points of 
rate hikes from the FOMC. 
Most of our panelists remain perplesed - and so far wrong - about the 
direction of longer-dated Treasury yields. The decline in long-term 
yields over the past year as the Fcd raised short-term rates by 200 
basis points has been unprecedented While a handful of our panelists 
have embraced the idea that low long-tcnii yields are here to stay for 
a Lvhilc, a large majority reinnin skcptical that current levels are sus- 
tainable As a result, the consensus continues to predict a rebound in 
longer-term yields over the forecasts horizon. CVliile still labeling lo\\ 
bond yields a “conundrum” the semi-official explanation from the 
Fed is that a glut of global savings have pushed bond yields lower. 
Other possible explanations include Asian central bank purchases; an 
aging population in much of the industrialized bvorld that desires 
increasing. dependable streanis of incomc; increased pension fund 
demand in order to better match long-term liabilities with longtenii 
assets; and the possibility of a sharper than expected slowdown in 
global economic growth. The tnith is no one knwvs. 
Consensus Forecasts The consensus predicts real GDP growth of 
3.3% in Q2 and a second half 2005 growth rate of about 3.5%. Inven- 
torics are expected to be a significant drag on growth in the current 
quarter. Growth next year is put at a trend-like 3.3%~ Consumer price 
inflation of about 2.5% is predicted over tlic forecast horizon (see 
j x g c  2 for .~irttiiiinry oJi/if> ttiotrt/i ‘s U.S coti.seti.sirs forecasts). 

Special Questions About 86% of the panelists believe the FOMC’s 
June 29-30‘h policy statement will statc that policy accomniodntion 
can continued to be removed at a “nieasured pace.” The consensus 
predicts tlic core CP1 will incicnse 2.4% on n yly basis i n  2005 and 
2.5% in 2006 (see jmge /4,fi,r de“ii1.s). 
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Interest Rates 
Federal Funds Rate 
Prime Rate 
LIBOR, 3-mo. 
Commercial Paper, 1-ma. 
Treasury bill, 3-mo. 
Treasury bill, 6-mo. 
Treasury bill, 1 yr. 
Treasury note, 2 yr. 
Treasury note, 5 yr. 
Treasury note, 10 yr. 
Treasury note, 20 yr. 
Corporate Aaa bond 
Corporate Baa bond 
State & Local bonds 
Home mortgage rate 

Consensus Forecasts Of U.S. Interest Rates And Kej 
..................................... History _ _ _ _ _  ~ ___________________________________ 
------Average For Week Ending------ ----Average For Month---- Latest &* 
--- June 17 June 10 June 3 May27 & Mar. 202005 

3.02 2.98 3.02 3.01 3.00 2.79 2.63 2.93 
4.00 4.00 4.00 4.00 3.98 3.75 5.58 3.91 
3.43 3.38 3.35 3.31 3.27 3.15 3.02 3.27 
3.11 3.03 3.00 2.98 2.97 2.84 2.67 2.95 
3.00 3.01 2.99 2.95 2.90 2.84 2.80 2.91 
3.22 3.14 3.14 3.16 3.17 3.14 3.09 3.16 
3.39 3.30 3.28 3.32 3.33 3.32 3.30 .3.32 
3.71 3.62 3.55 3.63 3.64 3.65 3.73 .3 64 
3.88 3.75 3.69 3.81 3.85 4.00 4.17 3.87 
4.10 3.97 3.95 4.07 4.14 4.34 4.50 4 16 
4.46 4.31 4.33 4.41 4.56 4.75 4.89 4.56 
5.06 4.92 4.95 5.0s 5.15 5.33 5.40 5 I5 
5.96 5.80 5.83 5.98 6.01 6.05 6.06 5.97 
4.31 4.21 4.18 4.24 4.31 4.46 4.57 4..33 
5.63 5.56 5.62 5.65 5.72 5.86 5.93 5.73 

__________l__ ~ . . . . . . . . . . . . . . . . . . . . . . . . . .  History ________________________.._________l_.____I_ 

3Q 4 4  I Q  2 4  3 4  4 4  1Q 2Q* 
Key Assumptions - - - -  2003 2003 2004 2004 2004 2004 2005 
Major Currency Index 90.7 87.8 85.3 88.0 86.5 81.9 81.3 83.5 
Real GDP 7.4 4.2 4.5 3.3 4.0 3.8 3.5 3..3 
GDP Price Index 1.4 1.6 2.8 3.2 1.4 2.3 3.2 3.8 
Consumer Price Index 2.2 0.9 4.0 4.4 1.7 3.4 2.5 2.8 
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Consensus Forecasts-Quarterly 
3Q 4Q 1Q 2Q 3 4  

3.4 3.7 3.9 4.1 4.2 4.2 
3.6 3.9 4,1 4.2 4.3 4.4 
3.8 4.0 4.2 4.3 4.4 4.5 
4.0 4.2 4.4 4.5 4.6 4.6 
4.1 4.4 4.5 4.7 4.7 4.8 
4.3 4.6 4.7 4.8 4.9 4.9 
4.7 4.9 5.1 5.2 5.3 5.3 
5.4 5.7 5.9 6.0 6.1 6.1 
6.2 6.5 6.7 6.8 6.9 7.0 
4.5 4.7 4.8 5.0 5.0 5.1 
5.9 6.1 6.3 6.4 6.5 6.5 
Consensus Forecasts-Quarterly Avg. 
3 4  4Q 1Q 2Q 3Q 4Q 
------ 2005 2005 2006 2006 2006 2006 
83.4 82.9 82.6 82.4 82.1 81.7 
3.5 3.4 3.3 3.3 3.3 3.3 
2.1 2.2 2.3 2.2 2.1 2.2 
2.4 2.5 2.5 2.5 2.4 2.5 ~ - _  

‘Individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from Federal Resepe Release (FRSR) H.15. LIBOR quotes 
available from The Wall SrreelJouriral. Definitions reported here are same as those in FRSR H.15. Treasury yields are reported on a constant maturity basis. Historical data for 
the US Fedcral Resene Board’s Major Currency Index is from FRSR H 10 and G.5. Historical data for Real GDP and GDP Chnincd Price Index are from the Bureau of Eco- 
noniic Analysis (BEA). Consumer Price Index (CPI) history is from the Departnient of Labor’s Bureau of L.abor Statistics (BLS) *luterest rule dura,jur 2Q 2005 bused 011 

hisluricul dutu fhrougli flie ivcck eiriled June 17. .Data fur 2Q 2005 Major Currency Iirder u h  is based on dafu fhrurigh week ended Jutre 17. Figures slrnienfi~r 2Q 200.5 
Real GDP, GDP Clruiiicd Price Indcv uiid Coitsrrirter Price Iiidcv are cunseiisris fnrrcnrts bused un u specid qrmsfiuii lirrn’q I l k  inoiiI11 ofthepuirel nrcrrhrr.s, 

a f 

U.S. Treasury Y i e l d  Curve 
Week ended June 17,2005 and Year Ago vs 
3 0  2005 and 4 0  2006 Consensus forecasts 

: - :  
3mo 6mo lyr 2yr 5yr 10yr 20yr 

Malurilies 

Corporate Bond Spreads 
As of week ended June 17.2005 
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U.S. 
Japan 1 U.K. 

I Switzerland 
Canada 
Australia 
Eurozone 

-----------History---------- 
Month Year 

84.56 83.99 87.61 
108.52 107.46 10S.8 
1.8240 1.8288 1.8313 
1.2702 1.2293 1.2460 
1.2310 1.2612 1.3643 
0.7783 0.7623 0.6907 
1.2134 1.2588 1.2140 

Latest: Ago: Ago: 

us .  
Germany 

U.K. 
France 
Italy 
Switzerland 
Canada 

I Japan 

1. Australia 

Eurozone 

I Spain 

Consensus Forecasts 
Months From Kow: 
3 6 12 

85.7 83.4 81.5 
106.8 103.8 99.6 
1.77 1.82 1.87 
1.25 1.19 1.13 
1.23 1.22 1.20 
0.76 0.80 0.81 
1.22 1.27 1.31 

u s .  
Japan 
U.K. 
Switzerland 
Canada 
Australia 
Euro 

Japan 
U.K. 
Switzerland 
Canada 
Australia 
Eurozone 

--------- 3-Month Interest Rates'-------------- 
___-____--- 

Latest: A ~ O :  ;.g 1 3.;3 6 12 
3.47 3.31 4.07 4.24 
0.06 0.06 -0.03 
4.84 4.84 4.88 
0.75 0.75 0.46 
2.63 2.63 2.19 
5.62 5.63 5.43 
2.16 2.16 2.13 

0.10 0.11 0.19 
4.76 4.68 4.56 
0.76 0.89 1.16 
2.73 2.86 2.98 
5.73 5.76 5.66 
2.11 2.14 2.37 

Latest: Ago: Ago: 
4.06 4.05 4.69 
3.22 3.30 4.33 
1.30 1.27 1.85 
4.35 4.33 5.16 
3.23 3.31 4.36 
3.41 3.50 4.51 
2.02 2.00 2.84 
3.85 4.05 4.97 
5.29 5.27 5.81 
3.20 3.30 4.36 
3.36 3.35 4.41 

lent Bond Yields'------ 
Consensus Forecasts 
Months From Now: 
3 6 12 

4.31 4.59 4.83 
3.40 3.54 3.81 
1.42 1.58 1.79 
4.57 4.70 4.72 
3.41 3.55 3.83 
3.60 3.74 4.04 
2.18 2.36 2.30 
4.23 4.43 4.55 
5.53 5.63 5.48 
3.43 3.60 3.88 
3.38 3.51 3.69 

Consensus 
3-Month Rates 

vs. U.S. Rate 
Now 1 I n  12hIo. 1 - 
7.3.4 1 
1.37 

-2.72 
-0.84 
2.15 
-1.31 

-4.05 
0.32 
-3.07 
-1.25 
1.43 
-1.87 

Germany 
Japan 
U.K. 
France 
Italy 
Switzerland 
Canada 
Australia 
Spain 
Eurozone 

Consensus 
10-Year Cov ' t  

Yields vs. U.S. Yield 
Now 1 I n  I lhIo .  1 
I 

-0.84 
-2.76 
0.29 
-0.83 
-0.65 
-2.04 
-0.2 1 
1.23 

-0.86 

-1.03 
-3.05 
-0.12 
-1.02 
-0.80 
-2.54 
-0.29 
0.64 
-0.97 

-0.70 -1.15 I 
Forecasls oJitidividiinlpntiel rrieitibcrs cire oti p0ge.s 10 n t i d  11. Dejhii- 
tioris of vnrinbles are us follows: 'Tliree motirli ciirreticy interest rntes. 

h .>Govcrtime,ll botids ore yield,s fo mntiirity" Foreign exchntige ratefore- 
costs nre ctirrencyper U S .  dollnr e.sccpt for U.K., Aiistrnlin nud the 
Eiiro, which fire I J S .  dollnr eqiiivnletir,r. For tlie U S  dollnr, Jorecosls 
nre of the U S .  Federd Resenv Bond's  Mnjor Ciirreticy 1tide.r. 
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International Commentary Is the global monetary tightening cycle 
coming to an end, replaced sooner than most everyone imagined by a 
renewed easing of policy? With the exception of the US Federal Re- 
serve, other major central banks have been notably absent from the 
tightening game for some time. Since cutting interest rates to a record 
low of 2.0% two years ago, the European Central Bank (ECB) has left 
policy unchanged. ECB officials have been reluctant to cut rates fiir- 
ther due to fear it  would damage the bank's credibility in light of high 
energy prices and possible housing bubbles in  Ireland, Spain and 
France. However, the persistence of sluggish economic growth and 
benign core inflation has substantially increased pressure this year on 
the ECB to cut rates once again. Recent interest rate reductions by 
central banks in Sweden and Hungary have further fueled speculation 
that ECB policymakers will relent and cut rates by year's end. Austra- 
lia's Reserve Bank (RBA) raised rates by a quarter point in March, but 
that was the first increase since December 2003 and fiirther increases 
are not expected the vast majority of analysts. Canada's central bank 
(BoC) last hiked rates in  October, but despite a tightening bias has 
been on hold ever since. The Bank of England's (BoE) Monetary 
Policy Committee last raised rates in August 2004. Until recently 
many analysts suspected the BoE's next move would be another rate 
hike. However, at its most recent meeting two of its nine members 
actually voted in favor of a quarter-point rate reduction. Here in the 
US, most analysts still expect the Fed to hike rates by a quarter point 
on June 30fh, August 9'", and most likely once more before year's end. 
However, talk of "two and through" by the Fed is escalating. 

Concern about decelerating global economic growth is at the heart of 
speculation that the monetary tightening cycle is in its last throes and 
at least partially responsible for the continued decline in sovereign 
bond yields this year. While China's economy remains strong and 
America's continues to grow at a reasonably healthy clip, growth in 
the Eurozone has remained remarkably sluggish, especially in Ger- 
many, Italy and the Netherlands. What little growth there has been 
oter the past year has largely resulted from the exports. Domestic 
demand in the Eurozone has rcinainccl tepid, hui t by poor growth in 
hiring and high levels of unemployment. hlorcover, the recent rejec- 
tion of the EU constitution by voters i n  France and the Netherlands, 
coupled with an increasingly nasty row among E U  nations over the 
budget, are also likely to weigh on constillier spending and business 
investment over coming months Growth i n  thc U.K has remained 
niuch more resilient that on the continent, but even there the pace of 
activity has slowed from a year earliei. as a s1owdon.n i n  the previ- 
ously red-hot housing market produces :I pull-back in consumer 
spending. Economic gron-th in Canada and Australia has also moder- 
ated over the past year. Canada's I ital esport sector has been slowed 
by the appreciation of the loonie nhile growth in Australia has slipped 
as activity in  the housing sector slowed. Japan's economy in Ql  grew 
at its fastest pace in a year But the pop in growth followed hvo quar- 
ters o f  contraction and thc outlook remains cloiided by the inability of 
domestic demand to mount a self-sustaining advance. Elsewhere in 
Asia, economic growth in Singapore, t-long Kong, Taiwan and Soltth 
Korea this year will fall short of that in 2004, in some cases by a sub- 
stantial degree. 
Obviously aggravating concern about the pace of global growth going 
fonvard is the persistence of high energy costs. Energy prices have 
been elevated for more than two years now and crude oil recently 
bounced to new highs. Get a sharp pull back i n  oil prices and analysts' 
predictions of global economic giowth will iruprove. On the other 
hand, a siipply disruption (e.g strike by Norway oil woikers, civil 
unrest in Nigeria, hurricane da~nagc i n  the U S . )  would almost cer- 
tainly send oil prices higher and forecasts of ecoiiomic gi,ouvth lower 
(see I0 nird I I for  itrclividirrilpcitrel tticttrhets ' J ~ I ~ L X Y I ~ I S ) ~  
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6 7  
6 5  
6 5  
6 5  

4 9  H 
4 7  

4 4  
4 6  
4 6  

4 7  
4 5  

4 3  
na 

4 4  
4 6  
4 4  
4 4  
4 3  
na 

4 5  
4 3  
4 3  

4 3  
4 3  
4 3  

4 2  
4 2  

4 2  
4 2  
4 1  
na 

4 2  
4 2  
4 1  
4 0  
4 4  
4 0  
4 0  
3 9  
3 7  
4 0  
3 9  
3 9  
4 0  
4 0  
4 0  
3 9  
3 9  
3 8  
4 0  
3 8  

3 3  L 6 3  L 3 5  
3 3  L 6 3  L 3 4  

4 7  H 

4 5  

4 3  
4 5  
na 

4 5  
4 3  

na 
4 3  
4 1  

4 5  
4 2  

na 
4 5  
na 

4 3  
4 1  
na 

4 1  
4 1  
4 1  
na 
4 0  
4 0  
4 0  
4 0  
3 9  
3 9  

na 
3 9  
3 9  
4 2  
3 8  
3 8  
4 1  
na 

4 1  
3 8  
3 8  
3 8  
3 8  

3 7  
3 7  
3 7  
3 4  
3 9  
3 6  
na 

4 6  H 

4 5  
4 1  
4 4  
4 4  

4 3  

4 2  
4 4  
4 2  
4 2  
4 4  
4 0  
4 1  
4 2  
4 1  
4 1  
4 2  
4 2  
4 0  
3 9  
3 8  

4 1  
3 9  
3 8  
3 9  
4 0  
3 9  
3 9  
4 1  
3 9  
3 9  
3 9  
3 4  
3 8  
3 6  
3 4  
3 8  

3 8  
3 8  
3 7  

3 7  
3 6  
3 6  
3 6  
3 3  

3 7  
3 5  

4.8 H 5.0 H 

4 7  

4 2  
4 4  
na 
4 5  
4 4  

na 
4 5  
4 4  

4 6  
4 1  

na 
4 3  
4 2  
4 3  
4 3  
na 
4 1  
4 0  
3 9  
4 3  
4 1  
4 0  

4 2  
4 1  
4 1  
4 0  
4 3  
4 1  
4 1  
4 3  

3 7  
4 0  
3 7  
3 7  
4 0  
3 8  
3 9  
3 9  
3 9  

3 7  
3 7  

4 8  

4 4  
4 6  
na 

4 7  

4.5 
na 

4 9  
na 
4.9 
4 2  
4 5  
4 5  

4.4 
4.5 
4.3 

na 
na 

4 2  
4 1  

4 4  
4 3  

4 2  
4 4  
4 2  
3 6  
4 2  
4 5  
4 2  
4 2  
4 5  
3 9  
4 1  
3 8  
3 9  
4 2  
4 0  
4 0  
4 2  
-40 
3 8  
3 8  

35 L 3 8  

5.0 

4 9  
4 8  

4 8  
4 8  

5 0  
4 9  
5 0  

4 9  
4.6 

5 1  H 
4 3  
4 4  

4 6  
4 7  

4 7  
4 0  
4 3  
4 2  
4 6  
4 1  
4 5  
4 4  
4 4  
4 6  
4 5  
3 9  

4 4  
4 4  
4 4  
4 4  
4 6  
4 2  
4 4  
4 0  
3 9  
3 9  
4 3  

4 2  
4 5  

4 2  
3 9  
4 1  
4 4  

3 5  L 3 6  L 3 8  
3 7  3 8  3 6  

3 7  3 9  4 0  
3 1  L na 3 6  L 4 1  

3 3  L 3 2  3 5  L 3 1  3 8  

5 2  

5 0  
5 0  
5 0  
4 9  

5 2  
5 1  
5 3  

4 9  
4 7  

5 4  H 
4 6  

4.7 
4 8  
4 7  

4 9  
3 9  
4 7  

4 7  
4 7  
4 2  

4 7  
4 5  
4 7  

4 7  
4 6  
4 2  
4 6  
4 5  
4 6  
4 6  
4 6  

4 2  
4 6  
4 2  
4 2  
4 1  
4 6  
4 3  
4 7  

4 4  
4 1  
4 2  
4 5  
4 0  

3 7  
4 1  
4 3  
4 1  

5 4  

5 3  
5 1  
5 2  
5 1  

5 2  
5 4  

5 3  
5 1  
4 8  

5 8  H 
4 9  

5 0  
5 1  
4 9  

5 1  
3 8  
5 0  
4 9  
4 9  
4 5  

5 0  
4 7  
5 0  
4 8  
4 8  
4 3  
4 9  
4 6  
4 8  
4 7  
A 8  
4 0  

4 8  

4 5  
4 3  
4 3  
4 8  
4 5  
5 0  
4 5  
4 3  
4 3  
4 7  
A 2  
3 8  
4 3  
4 3  
4 6  

na 

5 6  
5 5  

5 4  
na 

5 5  

5 9  
5 5  
5 7  
na 
6 1  H 
5 2  
na 

5 5  

n a  
5 4  

4 1  L 
na 
5 3  
na 

4 7  

5 6  
5 1  
5 4  

4 9  
5 2  
na 
5 3  
5 0  
5 0  
5 1  
5 4  

4 1  
5 1  
4 9  
5 6  
4 7  
5 3  
4 9  
5 4  
4 7  

4 8  
4 6  
4 8  
4 6  

6 8  H 

6 4  
6 3  
6 3  

na 
6 1  

6 7  
na 
5 9  
6 5  
6 7  
6 1  
6 7  
6 1  
6 0  
5 9  

4 7  L 
na 
6 0  

6 1  
5 4  
6 1  

6 1  
6 1  
6 1  
5 9  
5 6  
6 1  
5 6  

5 6  
6 1  
6 0  
5 9  
5 8  
5 6  
5 3  
4 9  
5 8  
5 5  
6 1  
5 6  
5 7  
5 3  
5 6  

5 6  
4 1  L na 
4 7  5 3  

na 5 3  
4 7  5 7  

- Merrill Lynch Economics 3 3  L 6 3  L 3 3  L na 3 2  na na 3.3 L 3 3  L 3 5  L na na 

July Consensus 3.9 6.9 4.2 4.0 3.9 4.1 4.2 4.4 4.5 4.7 5.1 5.9 6.7 4.8 6.3 

T o p l O A v g  4 3  7 3  4 6  4 4  4 3  4 5  4 7  4 9  5 1  53 5 6  6 5  7 2  5 2  6 8  

BottomIOAvg 3 5  6 5  3 7  3 7  3 1  3 6  3 7  3 8  3 9  4 1  4 5  5 3  6 2  4 5  5 7  

JuneConsensus 4 0  7 0  4 2  4 1  4 0  4 1  4 3  4 5  4 7  5 0  5 4  6 1  6 9  5 0  6 5  

Number of Forecasts Chanaed From A Month Aoo 

Down 11 12 13 16 16 20 23 25 33 33 28 30 29 21 27 

Same 36 35 20 16 24 17 13 15 12 10 8 6 2 5 7  

Up 3 3 1 4  8 1 0  7 7 1 0  5 7 4 9 9 8 1 1  

Diffusion Index 42 % 41 % 51 % 40 % 44 % 35 % 31 % 3 5 %  22 % 24 % 20 % 27 % 25 % 31 % 32 

7 8  H 

7 2  

7 2  
7 0  
na 

7.0 
7 3  
na 

6 6  
7 4  
7 5  
6 8  

na 
6 8  

6 8  
6 8  

5 5  1 
na 

6 8  
7 0  
6 4  

6 8  
7.0 
7 0  
7 1  
na 
6 2  
6 9  
6 5  
6 4  
7 0  
6 6  
6 4  
6 5  

6 5  
na 
5 7  
6 7  
6 4  
6 8  
6 6  

6 5  
6 2  
6 5  
6 5  
na 

6 1  
na 

6 6  
na 

5 1  

5 3  
5 0  
na 
na 

5 3  
5 6  H 
na 
5 1  
5 1  

5 0  
4 8  

na 
na 
na 
5 2  
4 0  L 
na 

4 0  L 
5 2  
4 9  

na 
4 6  
4 9  

4 9  
na 

4 6  
5 0  
na 
4 6  
4 6  
5 2  
5 0  
4 6  
4 9  

na 
4 5  

4 9  
4 5  
5 0  
4 8  
4 3  
44 

na 
na 
na 
4 3  
4 5  
4 7  
na 

7 0  t 
7 0  t 
6 7  
6 7  
na 

6 7  

7 0  I 
na 
6 3  
6 6  

6 8  
6 3  
6 7  
6 4  
6 3  
6 7  
5 3  
na 
6 4  
6 4  
6 1  

6 5  
6 1  
6 5  

6 5  
6 2  
5 6  
6 5  
6 2  
6 2  
6 3  
6 4  
5 9  
6 3  
6 1  

5 0  
5 8  
6 6  
6 0  
6 5  

6 2  
6 5  
5 9  
6 3  
5 8  
na 
5 8  
5 8  
6 1  
na 

rvg F w  

A 
d‘s Majoi 

unency 

-.cur.- 

llndex 

883  t 
85 0 

I 8  6 
na 
na 

85 5 
80 0 

na 

80 5 
na 

86 0 
82 8 

na 
na 
na 

66 0 
85 0 

na 

78 0 

77 6 
na 

na 
82 8 

78 0 
86 0 
759  I 

na 
na 
na 
na 

78 0 
79 0 
85 0 
82 0 

79 3 
83 2 
87 0 
86 5 

87 0 
83 2 
86 0 

82 2 
87 0 

86 0 
82 2 

na 
80 0 

na 
76 9 

na - 
82.6 

86 6 

78 1 

80 9 

6 

7 

20 

71 
~ 

Price Pnce 
ZDP Index Index 

35 2 9  

4 0 H  3 0  
3 7  
3 6  

3 5  
3 2  
3 3  
3 9  
3 9  
3 0  
3 2  
3 6  

3 0  
3 5  
3 2  
2 4  
3 7  

3 0  
3 5  

3 0  
3 0  
3 4  

3 2  
3 5  
3 6  
2 8  
3 7  
4 0  
3 7  
36 
3 5  
3 8  
2 0  
3 4  
2 8  
3 9  
3 8  
3 5  

3 0  

3 5  
3 2  

2 0  

2 5  
2 0  
2 1  

2 8  
2 2  

3 4  
2 1  

2 4  
2 5  
2 9  
1 9  

2 1  
2 4  
1 8  

2 2  
2 2  
2 2  
24  
1 9  

2 5  
2 2  
2 0  
2 8  
2 4  
2 2  
2 2  
2 0  
3 0  

2 0  
2 0  
2 2  

2 1  

3 0  
2 5  

2 4  
2 9  
2 5  
2 8  

3 7  H 
2 3  
2 7  
3 5  

2 2  
2 2  
2 1  

1 9  
2 0  
2 8  

2 2  
2 5  
2 8  
1 8  
3 3  
2 1  
3 0  
2 6  
2 6  

2 p  
w 2 

2 5  
2 7  
2 6  
3 5  
2 2  

2 4  
2 6  
1 8  

1 6  L 1 9  
2 7  2 5  
2 3  2 0  
2 7  2 7  
2 2  2 4  
2 0  2 5  

1 8  L 2 4  2 7  
3 5  1 9  3 0  

3 5  2 4  2 3  
3 2  2 2  2 4  
3 0  3 4  H 2 6  
2 7  2 5  2 9  
3 1  3 2  na 
3 1  2 1  2 3  

3 3  2 3  2 6  
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2 3 4 5 6 7 8 9 1 0  1 1 1 2 1 3 1 4  15 

?&&: Funds Bank Rate Paper Bills Bills Bills Notes Notes Notes Notes Corp Corp. Local Mtg 

$&d Shod-Ten- Intermediale-Term-- -Long-Term-- 

9 Federal Prime LlBOR Com. Treas Treas. Treas Treas. Treas. Trear. Treas. Aaa Baa State& Home 

@@ 
.r. ... 1 

q$$; 
Rate 1Mo.  1-Mo. 3Mo. 6-Mo. 1-Yr. 2-Yr. 5-Yr. 10-Yr. 2&Yr. Bond - -I__- 

Bear Sleams 8 CO. 
Action Economics 
JPMorgan Asset MgL 

Tmsco Capital Management 

NaroH Economic Advisors 
J P. Morgan Chase 
Ciligroup Asset Management 
Deulsche Bank Securities, lnc 
National City Corporation 
Barclays Capital 

Swiss Re 
Loomis. Sayles &Company 

Goldman Sachs 
Georgia Stale University 
Comerica Bank 

Moody's Investors Service 
Wayne Hummer8 Co. 

ING Investment Mgl. 
PNC Financial Services rmp 
Fannie Mae 
Wwdwurth Holdings 
Chmura Economics L Analylics 
Prudential Equity Group LLC 
DePrince 8 Associates 3 S Warburg 
,! ndard L Pwr's Corp 
Welts Capital Management 
Classicalprinciples corn 

U S  Trust Company 
Kellner Economic Advisers 
Banc of America Securilies 
Nat'l Assn of Realtors 
Thredgold Economic Assoc 
Briefing corn 
Perna Associates 

Wachovia 
LaSalle Nat'l Bank 
Mesirow Financial 
ClearView Economics 
J W Coons Advisors LLC 
Nomura Securilies Inc 
Bank of Toykc-Milsubishi 
Independent Economic Advisory 
The Northem Trust Company 
SunTrusl Banks 
E M 0  NesbiH Burns 
Cycledata Corp 
Scotiabank 
Merrill Lynch Economics 

4 9  
4 8  
4 5  

4 5  
4 5  

4 5  
4 5  
4 5  
4 5  
4 4  
4 4  

4.4 
4 4  
4 3  

4 3  
4 3  

4 2  
4 2  
4 2  

4 2  
4 1  
4 1  
4 0  

4 0  
4 0  
4 0  
4 0  
4 0  
4 0  
4 0  
4 0  
4 0  
4 0  
4 0  

4 0  
4 0  
4 0  
4 0  
3 9  
3 9  
3 8  
3 8  
3 8  
3 7  
3 6  
3 5  
3 5  
3 3  

8 0  H 

7 9  

7 8  
7 5  
7 5  

7 5  
7 5  

7 5  
7 5  

7 5  
7 4  
7.4 
7 4  
7 4  
7 3  
7 3  
7 3  
7 2  

7.2 
7 2  
7 2  

7 1  
7 1  
7 0  
7 0  
7 0  
7 0  
7 0  

7 0  
7 0  
7 0  
7 0  
7 0  
7 0  
7 0  

7 0  
7 0  
7 0  
7 0  
6 9  
6 9  

6 8  
6 8  
6 8  
6 7  
6 6  
6 5  
6 5  

6 3  

5.2 H 

5 2  H 
na 

4 9  
4 8  

4 7  
4 7  

4 7  
4 6  

4 5  
4 6  
4 5  
4 6  
4 6  
na 

4 5  
4 7  
4 5  

4 5  

4.4 
na 

4 2  
4 3  

4 7  
4 3  
4 3  
4 3  
4 3  
4 2  

4 2  
4 2  
4 2  
4 2  
4 2  
4 2  
4 1  
4 1  
4 0  
3 9  
4 2  
4 0  

4 1  
4 0  
3 9  
3 8  
3 9  
3 9  

3 8  
3 4  

50 H 
5 0  t i  
4 8  

4.7 
4 5  

4 6  
na 

4 5  
na 

4 4  

4 3  
4 8  
4 4  
na 
na 

4 3  
4 4  
4 3  
4 3  
4 3  
4.1 

4 2  
4 1  

4.5 
4 1  

na 
4 1  
4 2  
na 

4 0  
4 0  
na 

4 0  
4 0  
4 0  
4 0  
4 0  
4 1  
na 
3 9  
3 8  

4 0  
4 1  
3 8  
na 

3 6  
3 9  
3 6  

4 9 ti  
4 9  H 
4 7  

4 6  
4 5  
4 5  
4 5  
4 3  

4 6  

4 2  
4 4  
4 5  

4 2  
4 4  
4 2  
4 1  
4 2  
4 2  

4 2  
4 1  
4 1  
4 2  
4 1  
4 1  
4 0  

4 2  
3 9  
3 8  
4 1  
4 1  
3 6  
4 3  
4 0  
4 0  
4 0  
3 9  
4 0  
3 7  
3 6  

3 8  

3 6  

3 8  
3 8  
3 7  
3 5  
3 5  
3 6  

3 5  
3 3  L 3 2  

5 1  H 
5 0  
4 9  

4 8  
4 6  

4 8  
na 

4 4  

na 
4 3  
4 6  

4 6  

4.3 
na 
4 3  
4 3  
4 4  
4 4  

4 3  

4 2  
4 3  
4 3  

4 2  
4 6  

4 2  
na 

4 0  
3 9  
4 3  
4 2  
3 8  
4 5  
4 1  
4 2  
4 2  
4 1  
4 2  
3 8  
3 9  
3 9  
3 7  

3 7  
4 0  
3 9  
na 
3 7  
3 6  
3 7  

5 2  H 
5 2  H 

5 1  
4 9  
4 8  
5 1  

na 
4 6  
na 

4 5  
na 
4 8  
4 4  
4 8  
4 5  
4 5  
4 6  
4 7  

na 
4 3  

3 8  
4 5  
4 3  

4 7  
4 4  
na 

4 2  
4 1  
4 4  
4 2  

4 0  
4 7  
4 2  
4 3  
4 4  
4 3  
4 4  
3 9  
4 1  
4 0  
3 8  
4 0  

4 2  
4 0  
3 8  
3 8  
3 8  
3 9  

5 4  

5 4  
5 1  
5 3  
5 1  
5 3  
4 9  

4 8  
5 5  H 
4 9  

4 6  
4 9  

4 5  
4 6  
4 8  
4 6  
4 8  
4 9  

4 4  
4 4  
4 .O 
4 7  
4 6  
4 9  
4 6  
4 3  
4 6  

4 2  
4 4  
4 0  
4 3  
4 4  
4 5  
4 5  
4 6  
4 4  

4 3  
4 1  
4 0  
4 3  
4 0  
4 5  
3 7  
4 3  
4 2  
3 8  
3 6  
4 1  

3 5  L 3 7  L 3 8  

5 4  

5 4  
5.1 

5 4  
5 4  
5 7  H 
5 0  
5 0  

5 6  
5 1  
4 7  

5 0  

4 8  
4 9  
4 8  
4 9  

4 9  
5 1  
4 8  
4 5  
4 3  
4 9  
4 1  
4 8  

4 8  
4 7  
4 7  
4 3  
4 7  

3 9  
4 2  
4 5  
4 7  

4 7  
4 8  
4 7  
4 5  
4 3  
4 3  
4 3  
4 1  

4 6  
3 9  
4 6  
4 4  
4 1  
3 8  
4 1  
4 2  

5 5  

5 6  
5 2  
5 4  
5 7  

6 0  H 
5 2  
5 2  
5 5  

5 3  
4 8  
5 3  
4 9  
5 1  
4 9  

5 2  
5 1  
5 4  
5 0  
4 6  
4 3  

5 0  
4 9  
5 0  

4 9  
5 0  
4 9  
4 5  
5 1  
3 8  

4 0  
4 6  
4 9  
4 9  
5 1  
4 9  
4 6  
4 6  
4 4  
4 4  

4 3  
4 8  

4 1  
4 8  
4 6  
4 3  
3 9  
4 3  
4 8  

5 8  6.7 

Bond Bonds Rate 

7.5 5 5  7 1  
na 7 1  H 8 1  H 5 3  7 2  

5 9  6 0  

5.7 6 4 
6 0  6 9  
6 3 H  6 9  

na 
5 5  
5 8  
5 7  
na 

5 8  
5 2  

na 
na 
5 5  

5 4  
5 8  

5 4  
4 7  
na 
5 4  
5 2  
5 6  

5 1  
na 
na 
4 7  
5 7  

na 
63 
na 
6 5  
6 5  
6 2  
6 1  
6.9 

6 1  
6 3  
5 9  

6 5  

6 2  
5.7 
5 7  
6 4  
6 0  

6 2  
6 3  

na 
6 1  
5 5  
6 2  

6 6  

7 3  
7 6  

7 7  
na 

7 0  

na 
7 4  
7 4  

7 0  
6 8  
na 

6 9  
7 2  

6 8  
7 2  

7.0 
6 8  
6 3  

7 2  
na 

6 9  

7 3  
na 
7 0  
6 6  
6 9  

5 3  6 4  
5 5  7 0  

5 9 ti  7.3 
5 4  

na 
na 
na 
5 1  
5 1  
na 
4 7  
na 
na 
5 1  
5 2  
5 5  

5 1  
5 0  

4 7  
4 7  
na 
5 4  

5 0  
na 
5 2  
5 1  
na 

7.3 I 
na 
6 7  
na 
6 9  
6 6  

6 6  
63 
6 8  
6 4  
6 7  
6 7  
6 9  

6 5  
6 4  

5 6  
6 6  
6 3  

6 7  
6 6  
na 

6 4  
6 1  
6 6  

4 1  L 4 7  L 5 5  L 4 0  L 5 3  
4 2  6 0  6 5  5 0  6 0  

5 0  5 6  6 5  na 6 2  
5 1  5 7  6 5  4 7  6 3  
5 2  5 9  6 6  4 8  6 4  
5 5  6 3  7 1  5 2  6 7  
5 3  6 3  7 2  4 7  6 2  
5 0  5 6  6 5  4 6  6 1  
5 0  5 8  6 7  4 9  6 2  
5 8  5 5  na na 6 2  
4 7  5 3  6 3  4 5  6 1  
4 7  5 7  6 6  na 6 0  
4 9  5 7  6 6  na 6 4  
4 5  4 7  5 5  4 3  5 6  
5 4  5 9  6 7  5 0  6 8  
na 5 6  na 4 8  6 1  
4 7  5 6  6 4  4 2  6 3  
4 2  na na na na 
4 7  53 6 1  4 3  5 8  
4 9  60 6 8  5 0  6 3  

3 0  L 6 0  L 3 1  L na 3 0  L ha na 3 2  L 3 3  L 3 6  L na na na na na 

July Consensus 4.1 7.1 4.3 4.2 4.1 4.2 4.3 4.5 4.7 4.8 5.2 6.0 6.8 5.0 6.4 I-.-- -- I_ 

Top IOAvg  4 6  7 6  4 8  4 7  4 6  4 7  4 9  5 2  5 3  5 5  5 8  6 7  7 5  5 4  7 0  

Bol tomlOAvg 3 6  6 6  3 8  3 8  3 5  3 7  3 8  3 8  4 0  4 1  4 5  5 3  6 2  4 5  5 9  

JuneConsensus 4 2  7 2  4 4  4 2  4 1  4 3  4 5  4 6  4 9  5 1  5 5  6 3  7 0  5 1  6 6  

l umber  of ForecaaCChanqed From A Monlh Aqo 

Down 9 9 12 15 17 19 20 21 31 31 30 32 27 18 25 

Same 35 34 25 17 23 18 1G 20 15 11 5 7 5 6 1 0  

Up 6 7 10 8 10 7 7 9 4 8 5 6 7 9 1 0  

DiHusionlndex 47 % 48 sb 48 % 41 % 43 % 3 6 %  3 5 %  38% 23 % 27 % 19% 21 % 24 % 3 6 %  33 
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\vg Fa 

4 t r  - 
A. 

d's Ma] 
:urrenc 

p e x  
89 5 

86 1 
80 0 
85 0 
82 0 
89 0 

na 
na 
na 

77 2 
na 
na 

81 9 
na 
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Third Quarter 2006 
Interest Rate Forecasts _- 
Percent Per Annum - Average For Quarler-- 
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Fourth Quarter 2006 
Interest Rate Forecasts 
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5 3  
4 8  
5 7  
5 0  
5 5  
6.0 H 
5 2  
4 8  
5 5  
4 9  
5 0  
5 6  
5 4  
5 5  
4 6  
4 1  
5 0  
5 1  
4 4  
4 5  
4 5  
4 8  
4 9  
5 2  
5 0  
4 9  
5 4  
4 6  
5 2  
5 0  
4 9  
4 8  
4 7  
4 7  
5 0  
4 3  
4 1  
4 5  

5 8  6 8  

na 
5 8  
6 1  
5 7  
5 0  
5 3  
5 6  
na 
5 9  
na 
5 9  
63 H 
na 

5 0  
5 9  
5 3  
5 4  
6 0  
5 8  
5 9  
4 1  
4 2  
5 4  
na 
na 

4 8  
4 9  
na 

5 1  
5 9  
na 
na 
5 8  
4 8  
5 9  
5 3  
5 2  
5 2  
5 0  
5 8  
5 1  
4 5  
4 4  
4 9  

7.1 H 
na 

6 2  
6 5  
5 6  
6 2  
6 3  
6 5  
69 
7 0  
6 4  
7 0  
na 
5 9  
6 8  
6 0  
6 1  
6 8  
6 8  
6 6  
5 8  
6 2  
6 2  
6 2  
6 0  
6 0  
5 1  
5 9  
5 6  
6 4  
na 

6 1  
7 0  
5 5  
6 5  
5 9  
5 9  
5 8  
5 9  
5 8  
6 2  
5 4  
na 

5 5  

7.6 
8 1  H 
na 

6 7  
7 4  
6 6  
69 
1 2  
7 4  
7 6  
na 

7 2  
7 7  
na 
6 6  
7 7  
7.0 
na 

7 5  
7 6  
7 4  
7 0  
6 5  
7 0  
7 1  
6 6  

6 8  
5 9  
na 

6 5  
1 2  
na 

7 0  
7 9  
6 4  
7 3  
6 7  
6 6  
6 7  
6 8  
na 

7 0  
6 5  
na 

6 3  

5 4  7.2 
5 2  7.1 
na na 
5 4  6 5  
5 3 7.0 
4 7  6 4  
4 8  6 5  
5 4  6 9  
5 1  6 6  

5 9 H 7.3 
na 
na 

5 5  
na 
na 
5 2  
4.7 
na 
5 7  
4 9  
5 3  
5 1  
5 0  
5 2  
na 

4 7  
na 

4 7  
51  
4 8  
5 7  
na 
5 2  
5 2  
na 
5 4  
4 9  
4 8  
na 

5 0  
na 
5 2  
5 2  
na 

4 5  

6 8  
6 8  
7 7  
na 

6 3  
7.1 
63 
6 5  
7 2  
7.0 
6 9  
6 5  
6 0  
6 6  
6 8  
5 7  
6 1  
6 0  
6 3  
6 4  
6 9  
na 
6 4  
6 7  
6 2  
7 4  
6 5  
6 4  
6 4  
6 2  
6 5  
6 5  
6 1  
na 

6 0  
3 5  l. 3 5  L 3.5 L 3 6  L 3 8  L 4 0  L 4 5  L 5 3  L 3 9  L 5.3 
36 3 6  3 8  4 0  4 2  4 7  5 5  6 4  4 2  6C 

3 0  L 6 0  L 3 3  L na 3 2  L na na 3 5  L 3 7  4.2 na na na na na 
~ 

Memll Lynch Economics 

July Consensus 4.3 7.3 

ToplOAvg 4 8  7 8  5 0  4 9  4 8  4 9  5 1  5 2  5 4  5 6  6 0  6 9  7 6  5 5  7 ;  

BoItomlOAvg 3 6  6 6  3 8  3 8  36 38  3 9  3 9  4 1  4 2  4 6  54 6 3  4 6  55 

June Consensus na na na na na na na na na na na na na na ni 

Down na na na na na na na na na na na na na na nG 

Same na na na na na na na na na na na na na na n, 

Up na na na na na na na na na na na na na na n, 

F 
na % na oh na % na % na % na % na % na % na 7‘ na % na olb na z2 

Key Assumptions 
ivg. For 

4 t r  - 
A 

b s  Majo 
:unency 
alnder 

91.5 
88 5 

na 

78 5 
72 0 
81 0 
81 4 
840 

na 
847  

na 
na 

930 t 
na 
na 

74 9 
89 5 
710 I 
8-41 
78 0 
75 0 
83 0 
88 0 

na 

na 
na 

83 4 
88 0 

na 
86.3 
75 0 

na 
72 9 
80 7 
85 0 
86 0 

na 
8) 0 

na 
75 1 
82 0 
73 9 

na 
na 

79 0 

85 0 
840 

na -- 
81.7 

88 1 

74.6 

na 

na 

na 

na 

na - 

3 0  
3 3  
3 0  
3 0  
3 0  
3 5  
3 1  
3 7  
3.4 
3 0  
3 0  
na 
3 0  
3 3  
3 3  
3 4  
4 1  
35  
3 0  
3 5  
3.3 
3 0  
3 1  
3 5  
3 5  
3 1  
3 4  
3 4  
3 3  
3 1  

-- 
-(QP % Change+ 

B C D  
GDP Cans 

leal Pnce Pnce 

;DP Index Index 

3 7  2 0  2 5  
3 7  2 8  3 0  
3 5  1 9  2 1  
3 7  2 7  2 7  
35  2 5  2 9  
2 9  1 5  2 5  
35 2 1  2 6  
34 1 9  2 5  
3 5  2 2  2 8  
2 8  L 2 5  2 8  

24  2 3  
1 6  2 4  
2 4  2 5  
24  2 7  
2 6  2 8  
1 7  2 4  
2 7  2 4  
2 3  1 9  
2 2  2 7  
3 0  H 3 0  
2 4  3 0  
na na 

2 4  2 4  
2 2  2 5  
1 9  1 8  
2 1  2 7  
2 2  2 4  
2 9  3 0  
2 1 na 
2 5  2 8  
2 4  2 6  
2 2  2 5  
1 8  1 8  

+S~R)------ 

2 7  3 2 H  
2 1  2 5  
2 0  1 9  
1 8  2 2  
2 1  2 6  
2 0  2 4  
1 8  1 8  

4 1  H 1 4  L 2 0  
3 4  2 1  2 3  
3 5  2 4  3 1  
2 9  2 0  2 4  
2 9  2 5  30 
2 9  1 8  22 
36 2 3  2 6  
36 1 5  1 5  1 

3.3 2.2 2.5 

3 7  2 7  3 0  

2 9  1 7  1 9  

na no na 

na na na 

na na na 

na na na 

na % na YO na ~ 
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3.38 3.38 3.38 
3.75 4.00 4.25 
3.90 4.20 4.20 
4.00 4.15 4.45 

Scotiabank 
Deutsche Bank Research 
WestLB 
ING Financial Markets 

4.80 4.80 4.55 
4.80 4.80 4.65 
4.80 4.70 4.50 
4.60 4.30 4.30 

rii BLUE CHTFMANCIALFORECASTS ~- JULY I,2iiiFJ 

International Interest Rate And Fareign Exchange Rate Forecasts 
4;~: .:?.-United . States$;., 
10 Yr. Gov't Bond Yield % 

In 3 Mo. I In 6 Mo. I In 12 Mo. 
4.20 4.45 4.85 
4.25 4.40 4.65 . 
4.40 4.70 4.50 
4.20 4.50 4.90 
4.50 4.90 5.30 
4.31 4.59 4.84 
4.50 4.90 5.30 
4.20 4.40 4.50 
4.54 4.75 4.94 

1 3 Mo. Euro Dollar Rate 
I In 3 Mo. I In 6 Mo. I In 12 Mo. [Blue Chip Forecasters 

83.0 80.0 78.0 
90.6 88.7 

Mizuho Research Institute I 4.10 
4.60 ::9: 1 

High 4.10 4.60 4.90 
~JUIY Consensus I 3.83 4.07 - 

I 88.0 86.0 85.0 1 
91.0 90.6 88.7 
85.7 83.4 81.5 

3.38 3.38 3.38 
3.48 3.86 4.16 

83.0 78.3 75.6 
84.1 82.4 81.0 

Low 
Last Months Avg. 

3 Mo. Euro Yen Rate- 

Scotiabank 
Deutsche Bank Research 
WestLB 
ING Financial Markets 

US $Nen 
In 3 Mo. 1 In 6 Mo. 1 In 12 Mo. 

1 30 150 1.65 
1 30 1.40 1.65 
1 60 1 80 2.00 
1.50 1.60 1.80 

105.0 104.0 100.0 
108.0 104.0 100.0 
105.0 104.0 102.0 

Mizuho Research Institute I 0.08 0.09 0.10 1 
High 0.15 0.20 0.30 

~ J U I Y  Consensus I 0.10 0.11 __ 0.19 
1.85 

1.60 1.80 2.00 
::65: 1.79 1 110.0 103.0 

103.8 . 99.6 
112.0 110.0 103.0 

LOW 
Last Months Avg 

0.05 0.05 0.10 
0.10 0.10 0.19 

1.30 1.40 1.65 
1.48 1.65 1.82 

104.0 97.0 93.0 
104.2 102.0 100.2 

United Kingdom x ]  

I 
Blue Chip Forecasters--- I In 3 Mo. 1 In 6 Mo. I In 12 Mo. 

3 Mo. Euro Sterling Rate 10  Yr. Gilt Yields % 
in 3 Mo. I In 6 Mo. I In 12 Mo. 
4 75 4.90 4.80 
4.50 4 50 4.40 
450 4 70 4.40 
4.50 4.60 4.70 

1 .83 1.90 
1.67 1.72 

Mizuho Research Institute I 4.80 4.80 4.80 
~JUIY Consensus I 4.76 4.68 4.56 
High 4.80 4.80 4.80 

4.60 4.80 5.30 
4.57 4.70 4.72 
4.75 4.90 5.30 1.84 1.96 2.00 

Low * 4.60 4.30 4.30 
Last Months Avg. 476 4.69 4.63 

4.50 4 50 4.40 
476 479 4.80 

1.72 1.69 1.67 
1.86 1.87 1.86 

Switzerland 
-. I SFlUS $ 1 3 Mo. Euro Franc Rate % 

Scotiabank 
Deutsche Bank Research 0.75 0.80 1 .oo 
WestLB 0.80 0.80 1.30 
ING Financial Markets 0.80 1.05 1.25 

225 2 50 2.00 I 
2 10 2.25 2.30 
2 10 2 30 2.30 
2.25 2 40 2.60 

l"20 

1.28 
1.25 
na 
1.25 1.19 1.13 
1.28 1.25 1.18 
1.20 1.08 104 
1.17 1.12 1.12 

na na Mizuho Research Institute I na ~ LJUIY Consensus 1 0.76 0.89 1.16 
High 0.80 1.05 1.30 

2.1 na 8 -*I 
2.25 2.50 2.60 

Low 0.70 0.80 1 .oo 
Last Months Avg. 0.75 0.93 1.28 

2 10 2 25 2.00 
226 245 2.44 

10 Yr. Gov't Bond Yield % 

425 440 450 
440 480 
4 30 4 40 4.60 

I 3 Mo. Euro Dollar Rate 1 
I IBlue Chip Forecasters 

Scotiabank I 2.58 2.58 2.33 
I In 3 Mo. 1 In 6 Mo. 1 In 12 Mo. In 3 Mo. I In 6 Mo. I In 12 Mo. 

1.22 1.19 1.16 
Deutsche Bank Research 2 75 2.85 3.00 

2.90 3.20 I 
3.10 3.40 

WestLB 
ING Financial Markets 

1.22 1.20 

1.23 ;:;: 1 ( 
1 1.25 

I 
na na na 
1.23 1.22 1.20 
1.25 1.25 1.22 

Mizuho Research Institute na na na 
~ J U I Y  Consensus I 2.73 2.86 2.98 
High 3.00 3.10 3.40 

na na na 
4.23 4.44 4.55 
4.40 4 80 4.70 

Low 
Last Months Avg. 

2.58 2.50 2.33 
2 66 275 2.96 

395 4.15 4.40 
4 41 4 58 4.63 

1.22 1.19 1.16 
1.24 1.21 1.21 
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International Interest Rate And Foreign Exchange Rate Forecasts 

I I IBlue Chip Forecasters 
Scotiabank 
Deutsche Bank Research 
WestLB 
ING Financial Markets 
Mizuho Research Institute 

[JUIY C o n s e n s u s  

I '  
3 Mo. Euro Dollar Rate 

In 3 Mo. I In 6 Mo. I In, 12 Mo. 
5.70 5.70 5.50 
5.70 5.70 5.60 
5.70 5.70 5.60 
5.80 5.95 5.95 
na na na 

5.73 5.76 5.66 

Blue Chip Forecasters 
Scotiabank 

3 Mo. Euro Rate 

Scotiabank 
Deutsche Bank Research 
WestLB 2.10 
ING Financial Markets 2.15 2.15 2.45 

-- 10 Yr. 6ov't Bond Yields % 
Germany France Italy Spain 

In 3 Mo. I In 6 Mo. I In 12 Mo. In 3 Mo. I In 6 Mo. 1 In 12 Mo. In 3 Mo. 1 In 6 Mo; I In 12 Mo. I n  3 Mo. I In 6 Mo. (In 12 blo. 
3.20 3 35 3.65 3.25 3.40 3.70 3.40 3.55 3.85 3.25 340  3 70 

-- 

Mizuho Research Institute -1- 2.10 2.15 2.30 I JUIY C o n s e n s u s  ___ I 2.11 2.14 2.37 
High 2.15 2.20 2.70 

Mizuho Research Institute 
4:; 1 ::~5: 3.70 4.20 

High 3.50 3.70 4.20 3.70 4.20 
3.41. 3.55 3.83 

Low 2.10 2.10 2.10 
Last Manths Avg. 2.14 2.17 2.36 

3.70 3.90 4.40 3.50 3.70 4.20 

3.70 3.90 4.40 3.60 3.80 4.20 
3.60 3.74 4.04 3.44 3.60 3.88 

In 3 Mo. I In 6 Mo. I In 12 Mo. I 
5.70 5.85 5.40 
5.40 5.40 5.30 
5.50 5.70 5.50 
5.50 5.60 5.70 

3.70 3.90 
Low 3 20 3 35 3.50 
Last Months Avg. 3.60 

na na na 
5.53 5.64 5.48 
5.70 5.85 5.70 

3.61 3.71 3.91 3.78 3.89 4.00 3.64 3.76 3 96 
3.25 3.40 3.50 3.40 3.55 3.80 3.25 3.40 

5.40 5.40 5.30 
5.58 5.69 5.53 

Current 
-2.76 
0.29 

-2.04 
-0.21 
1.23 

-0.84 
-0.03 
-0.65 
-0.86 
-0.70 

1 Eurozone 

In 3 Mo. 
-2.89 
0.26 

-2.14 
-0.09 
1.22 

"0.91 
-0.90 
-0.71 
-0.87 
-0.94 

10 Yr. Euro Bond Yield % 
In 3 Mo. I In 6 Mo. I In 12 Mo 

3.20 3.35 3.65 

JJapan 

3.30 3.40 3.50 
3.50 3.70 3.70 
3.50 3.60 3.90 

Current 
-3.41 

na t*:il 3.69 
3.50 3.70 3.90 

In 3 Mo. 

0.93 
-3.73 

-3.06 
-1.09 
1.90 

-1.72 - 

3.20 3.35 3.50 
3.60 3.68 3.76 

In 6 Mo. In 12 Mo. 
-4.17 -4.05 
0.61 0.32 

-3.18 -3.07 
-1.21 -1 "25 
1.70 1.43 

-1.93 -1.87 

A $/US $ 
In3Mo. I In6Mo.  IG.1 

0.77 0.82 

0.78 0.80 

0.76 0.80 0.81 

0.75 0.78 0.78 
0.78 0.79 0 78 

0.78 0.82 0 a5 

I EurolUS S I 

1.20 1.28 
1.22 1.22 1.26 
1.20 1.23 1.25 
1.22 1.27 1.31 
1.25 1.37 1.43 
1.20 1.22 1.25 
1.29 1.32 1.33 

Spain 

I 

i 
I 
I 
I 

Consensus Forecasts 
10-vear Bond Yields vs US. Yield 

In 6 Mo. 
-3.01 
0.1 1 

-2.23 
-0.15 

-- 

1.05 
-1.05 
-1 .04 
-0.05 
-0.99 
-1.08 

In 12 Mo. 
-3.05 
-0.12 
-2.54 
-0.29 
0.64 

-1.03 
-1.02 
-0.80 
-0.97 
-1.15 

Consensus Forecasts 
Rates vs U S .  Rate 

United Kingdom 1.37 
Switzerland -2.72 
Canada -0.84 
Australia 2.15 

-,I .31 -- 


